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. Dear Gene, 


Sorry to take so long to answer your 
letter but I've been juggling my long-range 
schedule to accommodate your request to 
address the Council. I think I've now 
succeeded and can give you a firm commitment 
for the 5th of December. My office will be 
in touch with your staff to coordinate details. 


Look forward to chatting with you when . 
next we meet. In the meantime, all the best. 


Yours, Z 


STANSFIELD TURNER 


Mr. Eugene Bradley 

President, International Management 
and Development Institute 

Suite 905, 2600 Virginia Avenue, N.W. 

Washington, D.C. 20037 
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ecutive Uegistry 


Admiral Stansfield Turner, U.5.N. 


Director of Central Intelligence 
Washington, D.C. 20505 


Dear Stan: 


I am just back in Washington after 35 days of international travel, 
and I shall be leaving again shortly for Mexico City. The purpose 
of this travelling is to either interview or secure statements from 
Chiefs of State or Heads of Government for our Top Management Report 
series and for The Christian Science Monitor. As an aside, Terry 
and I had a most interesting interview with NATO Secretary General 
Luns and a fine session (not for publication) with Al Haig. 


Before departing the city again, I would like to renew with you a 
conversation you and I had before your confirmation. 


You may recall that I invited you to be our honored dinner speaker 
for the Joint Council Quarterly Meeting of our corporate, government, 
and diplomatic associates which will be convened on Capitol Hill this 
next month. You advised at that time that in principle you would be 
pleased to be a dinner speaker at one of our Quarterly sessions, but 
that June was too soon -- you would like a six-month reprieve -- and 
that we should invite you again. 


We are now making plans for our September and December Quarterly 
Meetings and would be honored to have you as our dinner speaker for 
either of these dinner meetings -- either Monday, September 12, or 
December 5. Our preference would be for September 12, if your calen- 
dar is clear. 


The afternoon speakers for September 12 include Austin Kiplinger 

(Editor, The Kiplinger Washington Letter) as Chairman, Bert Lance from 

OMB, and Fred Bergsten from Treasury. 
4a 

By way of background on our Joint Council Quarterly Meetings, I am 

enclosing: 

1. The agenda from our most recent Joint Council Quarterly 
Meeting -—- convened in the U.S. Capitol on March 7 -~ 
plus the agenda from the June 6 session to be held in 
the Rayburn House Office Building; 


The 1976-77 Report to IMDI Board and Council Members, 
which on page 4, lists the corporate, government, and 


diplomatic associates invited to our Joint Council 
Quarterly Meetings; and 
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3. Our current Top Management Report, co-published with the State 
Department, indicating the educational thrust of our Institute. 


Stan, for our planning, we would be most grateful if you could let us know 
if you can be with us for either the September or December session. Of 
course, Pat is most cordially invited. She might be interested to know that 
wives of all of our Joint Councils are invited to these dinner sessions. 


As a final note, Terry and I had an absolutely magnificent experience in our 
series of interviews in 8 countries. One of the very nice advantages in return- 
ing was seeing the staff and friends and reviewing correspondence, which included 
the color photos of your swearing-in and luncheon. 


Thank you very much from both of us. 


With all best wishes. . 


Cordially, 


=e 


Bona - Bradley ~ 
President 


P.S. When we next see you, we will brief you on the superb hour we spent with 
Al Haig, who is now a member of our Board of Advisers -- and one of your 
greatest admirers and boosters. What a guy! 
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JOINT COUNCIL QUARTERLY MEETING 


Date: June 6, 1977 
Place: Rayburn House Office Building, Room 2168A 
(Entrance: Independence Avenue) 


Theme: "DIRECTIONS OF THE NEW ADMINISTRATION AND THE NEW CONGRESS" 


5:35 
6:15 


6:30 


7:00 


9:00 


Host . 2. . . « »« »« « « «» +. $Hon. BARBER B, CONABLE, JR. (R-N.Y.) 


U.S. House of Representatives 
Ranking Minority Member 
House Ways and Means Committee 


Registration 
Chairman. . . . «. .«. «© « «+» Hon. FRANK PACE, JR. 
; President 
International Executive Service Corps 
"Views from the Congressional Dr. ALICE M. RIVLIN 
Budget Office" Director 
Congressional Budget Office: 
"Views from the Ways and Means Hon. AL ULLMAN (D-ORE. ) 
Committee" U.S. House of Representatives 
Chairman, Ways and Means Committee 
Discussion 
Break 
"Views from the White House" Hon. LYLE E. GRAMLEY 
Member of the President's 
Council of Economic Advisers 
Discussion 
"Discussion of International WILLIAM B. DALE 
Financial and Monetary Affairs" Deputy Managing Director 
International Monetary Fund 
"Discussion of U.S. Energy ROBERT D. HORMATS 
Policies" Senior Officer, International 
Economic Affairs 
National Security Council 
The White House 
Discussion 


Adjourn afternoon session 


Reception: For corporate, government, and diplomatic council 


members, wives, and special guests; The Banquet Room (B-338), 
Rayburn House Office Building 


Dinner 

Remarks: "New Energy Policies Dr. HERMAN KAHN 

and Approaches -- and their Impact Director 

on the U.S. and World Economy" The Hudson Institute 
Adjourn 
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June 6 Joint Council Quarterly Meeting 


STEERING COMMITTEE MEMBERS 


Marion H. Antonini, President, Xerox Latinamerican Group 
R.H. Hall, Vice President, Controller, Colgate-Palmolive International 
J. _ Dudley Haupt, Manager, Government Affairs, St. Regis Paper Company 
Robert L. James, Vice President, Washington Representative, Bank of 
America 
Richard H. Kaufman, Manager - International Forecasting, General 
Electric Company 
Ruddick C. Lawrence, Consultant, Continental Oil Company 
William R. Miller, Executive Vice President, Bristol-Myers Company 
: Donald J. Povejsil, Vice President, Corporate Planning, Westinghouse 
Electric Corporation 
Robert F. Schnoes, Senior Vice President, Operations, Dresser Industries, Inc. 
Julian M. Sobin, Senior Vice President and Director of International 
Development, International Minerals and Chemicals Corporation 
Thomas S. Thompson, Vice President, Public Affairs, The Continental Group, Inc. 
Edward G. Watkins, President and Chief Executive Officer, Simplex Time 
Recorder Co. 
Stanley M. Zolnier, President, Troy Plastics Corporation 
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JOINT COUNCIL QUARTERLY MEETING 


Monday, March 7, 1977 
U.S. Capitol Building (Room S-207) 
(Entrance: Senate Door, East Side of Capitol) 


Theme: "IMPROVING GOVERNMENT-BUSINESS RELATIONS IN INTERNATIONAL ECONOMIC AFFAIRS" 
Et EN RELALLTONS IN INTERNATIONAL ECONOMIC AFFAIRS" 


The March 7 Joint Council Quarterly Meeting will focus on the recommendations 
summarized in the White House/IMDI Report on "U.S. International Economic Policies." 


3:00 Host: Hon. JACOB K. JAVITS, U.S. Senator (R-NY) 


3:15 Discussion of Questions 1 and 2 of White Dr. ANTONIE T. KNOPPERS 
House/IMDI Report (pages 8 and 9): Former Vice Chairman 
"How effective is present government- Merck & Co. 
business cooperation -- in terms of 
both coordinating policies here at home 
and acting as a team overseas?" 
"What are the most important problems that 
prevent more effective cooperation?" 
3:35 Roundtable discussion NEIL J. McMULLEN 
Assistant Director, Inter- 
national Division 
National Planning Association 
4:00 Discussion of Question 3 (pages 10 and 11): Hon. FREDERICK L. WEBBER 
"What structural or institutional changes Vice President 
should the U.S. Government make to improve Scott Paper Company 
the liaison?" 
4:20 Roundtable discussion Hon. HERBERT STEIN 
Professor, University of 
Virginia 
Former CEA Chairman 
4:50 Break 
5:10 Discussion of Question 4 (pages 12 and 13): Hon. LAWRENCE C. McQUADE 
"What can be done by individual companies -- Vice President 
or by business-industry associations -- to W.R. Grace & Co. 
improve the liaison?" 
5:30 Roundtable discussion ALBERT T. SOMMERS 
Senior Vice President and 
Chief Economist 
The Conference Board 
6:00 Busses depart for the International Club 
6:30 Reception and Dinner -- Dinner Speaker: 
International Club ALBERT T. SOMMERS 
The Wadsworth Room Senior Vice President and 
1800 K Street, N.W. Chief Economist 
(Please use 18th Street Entrance) The Conference Board 
9:00 Adjourn 
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REPORT TO IMDI BOARD AND COUNCIL MEMBERS 


INTERNATIONAL 
oe a MANAGEMENT AND 
ape DEVELOPMENT 
eee INSTITUTE 


| Ste MeeEE Highlights of 1976 
Gs i Ze Priorities for 1977 


ey: e en. A Orfila addresses Co in reviewing the progress of our five-part educational program during 1976, we 

d es 0 erdependence acknowledge with appreciation the personal participation and strong support of 
our Board members and diplomatic, corporate, and government associates. Itis a 
pleasure to report IMDI's most significant year to date. 


Highlights of 1976 include: 


= d 1. Government-Business Programs: 
YY ¢ A top management conference, co-sponsored by IMDI and the White House 
Council on international Economic Policy, on “U.S. International Economic 
ial Policies.” ee 
valid a Me e Two courses—for Washington embassy officials and international business 
PE coc it Copa Wee @xecutives, on “How to Work in Washington.” 
. sae CLAIBORNE Pest ; ® An international investment seminar—under State Department auspices—for 
sie foreign officials visiting the U.S. 
LUA: el aided cary Bainon House = e A Foreign Service Institute seminar—for host national commercial specialists 
dictrr ema tis Seren ioc e oot pe 7 in U.S. embassies—on strengthening government-business cooperation. 


2. National Educational Program: 
® Weekly newspaper series—13 articles from our Top Management Report on 


J ifs, “Corporate Citizenship_in the Global Community,” reprinted in The Christian 

a . Pld Science Monitor. 
Dy e University distribution of IMDI's reports on international corporate citizenship 

= to 1,000 U’S. professors of international business, for classroom use. 
y 3. Washington Policy Programs: 
© Joint Council Quarterly Meetings—for IMDI’s diplomatic, corporate, and gov- 
ernment associates to examine key international economic issues. 

© Quarterly Women’s Programs—for the wives of IMDI’s Joint Council mem- 
‘ bers, convened in the French Embassy, White House Family Theatre, Russell 
ouse Conference e e Office Bldg Senate Office Building, and Kennedy Center. 


Ba of America alter Hoadle e ead ¢ Washington Briefing Series—nine monthly sessions (October through June) 
0 op o ernational econo policie on the issues of greatest immediate concern to our corporate and govern- 


y ment associates. 
accoracstionsnioncems BR © Four Conferences for Corporation Executives on business opportunities and 
: prospects overseas—focusing on Asia, the Middle East, Latin America, and 
Europe; jointly sponsored with The Johns Hopkins School of Advanced Inter- 
national Studies. 
4. International Network: 
® Expansion of IMDI’s international network—which now includes 40 leading 
graduate schools and management centers in the U.S., Europe, the Middle 
East, Africa, Asia, and Latin America—to advance the cause of international 
government-business cooperation. 


a = ° ip in, ClIOS—World Council of M t. 
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| : Highlights of 1976 
Priorities for 1977 


Hi 


OL : en. A ‘Orfila addresses Co In reviewing the progress of our five-part educational program during 1976, we 
acknowledge with appreciation the personal participation and strong support of 
our Board members and diplomatic, corporate, and government associates. It is a 
pleasure to report IMDI's most significant year to date. 

Highlights of 1976 include: 

1. waovernment-BuUsiness Programs: 

© A top management conference, co-sponsored by IMD! and the White House 
Council on International Economic Policy, on ‘‘U.S. International Economic 
Policies.” 

® Two courses—for Washington embassy officials and international business 
executives, on ‘‘How to Work in Washington.” 

e An international investment seminar—under State Department auspices—for 
foreign officials visiting the U.S. 

e A Foreign Service Institute seminar—for host national commercial specialists 
in U.S. embassies—on strengthening government-business cooperation. 

2. National Educational Proaram: 

@¢ Weekly newspaper series—13 articles from our Top Management Report on 
‘Corporate Citizenship in the Global Community,” reprinted in The Christian 
Science Monitor. 

e@ University distribution of IMDI's reports on international corporate citizenship 
to 1,000 U.S. professors of international business, for classroom use. 

3. “Yashinaion Poiicy Programs: 

e Joint Council Quarterly Meetings—for IMDI's diplomatic, corporate, and gov- 
ernment associates to examine key international economic issues. 
Quarterly Women's Programs—for the wives of IMDI's Joint Council mem- 
bers, convened in the French Embassy, White House Family Theatre, Russell 
Senate Office Building, and Kennedy Center. 

® Washington Briefing Series—nine monthly sessions (October through June) 
on the issues of greatest immediate concern to our corporate and govern- 
ment associates. 

® Four Conferences for Corporation Executives on business opportunities and 
prospects overseas—focusing on Asia, the Middle East, Latin America, and 
Europe; jointly sponsored with The Johns Hopkins School of Advanced Inter- 
national Studies. 

4. ifornationai Neiwork: 

Expansion of IMDI's international network—which now inciudes 40 teading 
graduate schools and management centers in the U.S., Europe, the Middle 
East, Africa, Asia, and Latin America—to advance the cause of international 
government-business cooperation. 
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5. Publishing: 


¢ Two Top Management Reports, published in cooperation with the Depart- 
ment of State’s Bureau of Educational and Cultural Affairs; designed to im- 
prove the climate in which international diplomacy and business are con- 
ducted. (For guest authors, see page 3.) 

® Quarterly reviews on International Corporate Citizenship—four-page newslet- 
ter on current corporate literature, research, articles, books, and seminars— 
co-published with the State Department. 

© A special report prepared for the Administration outlining recommendations 
on U.S. international economic policies and strengthening government- 
business cooperation; based on the top management conference co- 
sponsored by IMDI and The White House. 

* A_motion picture/videotape on the role of multinationals in the 
Eee ome development of Iran; featuring a filmed interview with the 

hah. 

* A_Communications Handbook for American Chambers of Commerce 
overseas—for conducting programs on the role and responsibilities of MNCs 
in host countries; co-published with the Chamber of Commerce of the U.S. 
and the Association of American Chambers of Commerce in Latin America. 


Participating in the above 1976 meetings, briefings, and conferences were some 
1,500 corporate, government, and diplomatic officials from the U.S. and 30 other 
countries. IMDI's publications reached selected audiences in over 100 countries. 


Priorities for 1977 


During 1977, we shall continue the educational programs outlined above. Special 
attention will be devoted to extending these programs to include members of the 
new Administration and Congress, as well as government leaders in overseas capi- 
tals who share a common interest in forging closer ties of government-business 
understanding and working relationships. 


At the heart of IMDI's five-part Corporate Associate Program is our Strategic Plan- 
ning Council, composed of 60 U.S. companies. The plan is to expand this into a 
worldwide “Council of 100,” to include senior executives from 40 major corpora- 
tions headquartered in other nations. We are pleased to report that four such 
companies are already represented on our roster (see page 4) and that Fiat Presi- 
dent Giovanni Agnelli is now a member of our international Board of Advisors. 


Our quarterly Joint Council Meetings and monthly Washington Briefing Series will 
continue to keep our associates abreast of the Washington and international de- 
velopments that will most affect their business. As in the past, these sessions will 
be convened in the Brookings Institution, Commerce, Treasury, and State Depart- 
ments, White House, Eximbank, World Bank, Federal Energy Administration, Con- 
gress, Embassy of Iran, and the United Nations in New York. 


“How to Work in Washington"—first designed for Washington’s diplomatic com- 
munity and then expanded to include U.S. Government and corporate officials— 
will be repeated in 1977. This orientation course provides an understanding of the 
structure, workings, and interaction of the various decision centers of the Federal 
Government. One Asian ministerial official commented, “‘l feel that | have learned 
more in these three days than | could have learned on my own in three years.” 


In the field of publishing, our two 1977 Top Management Reports will include 
interviews with heads of government from selected nations representing all conti- 
nents, as well as statements from chief executives of leading international corpora- 
tions. The focus of the first Report will be “interdependence’’; the theme for the 
second will be what governments need from business and what business needs 
from governments in order to achieve common development goals. We shall con- 
tinue the quarterly newsletters on international corporate citizenship and our pub- 
lications on international economic policies and government-business relation- 
ships. 


We look forward with pleasure to working with our Board and Council members, 
guest faculties and authors, and international associates in fulfillment of IMDI’s 
educational mission: ‘‘to build closer bonds of unity among men and nations 
through better management practices and international cooperation.” 


Maw Risk Lue LK 


Dean Rusk, Honorary Chairman Gene E. Bradley, President 


IMDI in Brief 


The INTERNATIONAL MANAGEMENT AND DEVELOPMENT INSTITUTE 
(IMDI) is a nonprofit, educational institute headquartered in Washington, 
D.C. lts prime purpose is to strengthen corporate management teams in- 
ternationally through executive seminars, management training, strategic 
planning, government-business programs, and publishing efforts on the 
international corporation. IMDI is associated with a growing network of 
cooperating institutions in this country and overseas. 


Direttors 
Hon. Dean Rusk 

Honorary Chairman 
Gene E. Bradley 

President 
Hon. Theodore C. Achilles 

Vice Chmn., Atiantic Council 
Professor Edward C. Bursk 

Hon. Editor, Harvard Bus. Rev. 
Billy C. Christensen 

ice Pres., 1BM World Trade 

Europe/Middle EastiAtrica Corp. 
Gen. Lucius D. Clay, USA (Ret.) 
Henry R. Geyelin 

Pres., Council of Americas 
Walter E. Hoadley 

Exec. V.P., Bank of America 
Tom Killefer 

Pres., U.S. Trust Co. of New York 
Dr. Antonie T. Knoppers 

Former Vice Chmn., Merck & Co. 
Dr. Alexander Lewis, Jr. 

Pres., Gult Oil Foundation 
Hon. Paul W. McGracken 

Univ. of Michigan 
Hon. Lawrence C. McQuade 

Vice Pres., W. R. Grace & Co. 
H. E. Egidio Ortona 

Chmn., Honeywell info. Systems 

Italia; former Amb. of Italy to U. S. 
Wylie S. Robson 

Exec. V.P., Eastman Kodak 
Reinaldo Scarpetta 

IMD! Director, Latin America 
John S. R. Schoenteld 
{MDI Director, Washington 


Board of Advisors 
Giovanni Agnelli 
Pres., Fiat SPA 
Dr. Vernon R. Alden 
Chmn., Boston Co. 
Hon. Willis C. Armstron 
U. §. Council, int'l Co 
Robert W. Barnett 
Dit., Wash. Ctr., Asia Society 
Dr. Daniel Bendahan 
Pres., AVE, Caracas 
C. Fred Bergsten 
Sr. Fellow, Brookings Inst. 
Frank Briceno Fortique 
Pres., Gerencia & Desarrollo, 
Caracas 
Hon. W. Randolph Burgess 
Vice Chmn., Atlantic Council 
Jonhn L. Caldwell 
Dir., Center for Int'l Bus. 
Relations, CoC of US 
C. P. Asensio Carrion-Serna 
Pres., CLADEA, Monterrey 
John G. Crean 
Pres., Int'l CoC 
Philippe J. Dennis 
Reg. Dir., The Conterence Board, 
Southern Europe 
Lawrence A. Fox 
Vice Pres., NAM 
Hon. Bryce N. Harlow 
V.P., Procter & Gamble Co. 
Claire Giannini Hoffman 
Bertrand Hommey 
Patronat Francais, Paris 
Shigeo Horie 
Fisher Howe 
Dr. Herman Kahn 
Dir., Hudson Institute 
Ivan Lansberg Henriquez 
Pras., SEGUROSCA, Caracas 
Dr. J. Sterling Livingston 
Pres., Ster! ing Institute 
Carlos Llano Cifuentes 
!PADE, Mexico City 
Dr. Rodrigo Llorente Martinez 
Pres., CICYP, Bogota 
Mary P. Lord 
Atlantic Institute 
Thomas D. Lumpkin 
Pres., Gulf-Latin America 
Hon. George C. McGhee 
Dr. Clifford Nelson 
Pres., American Assembly 
Hon. Frederick E. Nolting, Jr. 
Hon. Frank Pace, Jr. 
Pres., ESC 
Dr. Aurelio Peccei 
Chmn., italconsuilt Co., Rome 
John P. Phelps, Jr. 
Dir., Fund for For. Inv., Caracas 
Ch. Scrivener 
Sec'y of St. Consumer Affrs., Paris 
Ralph E. Smiley 
Chmn., Booz Allen & Hamilton Int'l 
Albert T. Sommers 
Sr. V.P. & Chief Economist, 
The Conference Board 
Washington SyCip 
Manila, Philippines 
Hon. Alexander 8. Trowbridge 
Vica Chmn., Allied Chemical Corp. 
Hon. John W. Tuthill 
Dir. Gen., Atlantic inst., Paris 
Or. Jose J. Urdaneta 
Pres., VECA, Caracas 
Dr. Boris Yavitz 


Dean, Grad. Bus. Sch., Columbia U. 


Harold M. Williams 
Dean, Grad. Sch. of Mgt., UCLA 
Carl-Henrik Winqwist 
C0043" CoC, Paris 
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Alcan Aluminium Limitect 

Eric A. Trigg, Exec. V.P. 
Allied Chemical Corporation 

Hon. John T. Connor, Chairman 
American Can Company 

Francis J. Connor, Sr. V.P., Int} 
Arthur Andersen & Co. 

Clyde €, Dickey, Jr., Partner 
Bank of America 

Walter E. Hoadley, Exec. V.P. 
Battelle Memorial institute 

Dr. Sherwood L. Fawcett, Pres. 
Bechtel Corporation 

A. Eric Miller, V.P. 
Bendix International 

Stanley M. Cleveland, Pres. 
Bristol-Myers International 

Dr. Herman Sokal, Chairman 
Campbell Soup Company 

Edwin J. Foltz, V.P.-Corp. Reis. 
The Carborundum Company 

F.J. Ross, Exec. V.P.& COO 
Caterpillar Tractor Co 

Byron DeHaan, Public Affrs. Mgr. 
Chrysler Corporation 

Gwain H. Gillespie, Exec. V.P.-Fin. 
Colgate-Palmolive International 

Philip E. Beekman, President 
Collins Radio Group-Rockwell 
International Corp. 

Thomas A. Campobasso, V.P. & Gen. 

Mgr. 
COMSAT General Corporation 

John A, Johnson, Pres. 
The Continental Group, Inc. 

Thomas S. Thompson. V.P., Public Affrs. 


Government: 


Executive Branch—During 1976, policy of- 
ficials from the following Departments and 
Agencies were represented on IMDI's 
Washington Policy Council: 
Executive Office of the President 
Council of Economic Advisers 
National Security Council 
Council on Int'l Economic Policy 
Department of State 
Bureau of Economic & Business Aftrs. 
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U.S. House of Representatives 
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Ambassador, Socialist Rep. of Romania 
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Schering-Plough Corporation 
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Dr. Otto J. Dax, President 
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Edward G. Watkins, President & CEO 
The Singer Company 

Donaid G. Robbins, Jr., Sr. V.P. 
SmithKline Corporation 
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St. Regis Paper Company 

George J. Kneeland, Chairman 
Sterling Products International, Inc. 

Thomas R. Serpa, Pres. & CEO 
UOP Inc. 

Robert M. Baraita, V.P.-Administration 
Union Carbide Corporation 
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Vought Corporation 
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James P. Gillies, President 
Westinghouse Electric Corporation 

Dr. Patrick J. Lynch, V.P., Bus. Planning 
Xerox Corporation 


Marion H. Antonini, Pres., Latinamerican 
Group 


S. Peter Karlow 

Consultant to Business on Int’! Affrs 
RAdm. William C. Mott, USN (Ret.) 

Exec. V.P., U.S. Independent Tel. Assn. 
Hon. Frederick E. Nolting, Jr. 

Dir., W.B. Miller Center of Public Aftrs., 

The University of Virginia 
George J. Pantos 

Partner, Vedder, Price, Kaufman, 

Kammbholz & Day 
Hon. Christopher H. Phillips 

Pres., Nat’! Council for US-China Trade 
Hon. Eugene V. Rostow 

Professor, Yale Univ. Law Schoo! 
Walter A. Slowinski 

Resident Partner, Baker & McKenzie 
Kenneth M. Spang 

V.P., Citibank 
Hon. Philip H. Trezise 

Senior Fellow, The Brookings Institution 
Maj. Gen. Hamilton A. Twitchell, USA (Ret.) 

Consultant 
Hon. Charls E. Walker 

Pres., Charls Walker Associates. Inc. 
Paul C. Warnke 

Partner, Clittord, Warnke, Glass. 
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Ambassador, Republic of Singapore 
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H.E. Kewal Singh 
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American States 
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Under-Secretary- General for Economic 
and Social Affairs, United Nations 
Mr. Klaus A. Sahigren 
Exec. Dir., Centre on Transnational 
Corporations, United Nations 
Mr. William B. Dale 
Deputy Managing Director, IMF 
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Hon. C. Fred Bergsten, Assistant Secretary of the Treasury for International Affairs 
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Hon. Anthony M. Solomon, Under Secretary of the Treasury for Monetary Affairs 
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Congressional: 
John B. Anderson 

House Rules, Joint Atomic Energy 
Lloyd M. Bentsen 

Senate Finance, Joint Economic 
Jonathan B. Bingham 

House International Relations, Interior 

and Insular Affairs 
Sam M. Gibbons 

House Ways and Means, Budget 
Henry B. Gonzaiez 

House Banking, Currency and Housing 
Jack F. Kemp 

House Appropriations 


Fred T, Allen 
Chmun., Pres. & CEO, Pitney Bowes 
J. Paul Austin 
Chmn. of the Bd., The Coca-Cola Co. 
David H. Blake 
Assoc. Professor, Grad. Schoo! of Bus. 
U. of Pittsburgh 
Donald P. Brennan 
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Paper Company 
A. W. Clausen 
Pres. & CEO, BankAmerica Corp. 
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Dir., Project in international Affairs, 
Aspen Institute for Humanistic Studies 
E. M. de Windt 
Chmn. & CEO, Eaton Carp. 
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Pres., Keidanren 
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Chmn. & CEO, The Singer Company 
Henry Ford li 
Chmn. & CEO, Ford Motor Company 
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Pres. & CEO, Business International 
Corp. 
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Asst. Minority Council, Senate Comm. 
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Comm. 
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Edwin J. Feulner, Jr. 
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W. S. Anderson 
Chairman, NCR Corporation 
John Diebold 
Chairman, The Diebold Group, inc. 
William F. May 
Chmn. & CEO, American Can Company 
G. William Miller 
Chairman, Textron inc. 
Charles J. Pilliod, Jr. 
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Co. 
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President & CEO, Engelhard Minerals 
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Pres., Council of the Americas 
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Chmn. & CEO, General Electric 
Company 
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Chmn. & CEO, American Can Company 
Alonzo L. McDonald, Jr. 
Director, McKinsey & Company, inc. 
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Minority Staft Dir. House Banking, 
Currency, & Housing Camm. 


George M. Ingram 
Staff Consultant, Subcomm. on Foreign 
Econ. Policy, House {ntl Rels. Comm. 


Joseph J. Jasinski 
Professional Staff Member, House 
Banking, Currency, & Housing Camm 
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FOREWORD 


Interdependence 
and the International Corporation 


The Honorable Dean Rusk, in this 
Top Management Report, introduces 
the theme of “interdependence” with 
these words: “The human race has 
reached one of those critical points 
in its history... .” 

He goes on to note the series 
of problems demanding solution— 
problems different in kind from any 
we have faced before, problems 
that tend to merge into each other 
and become a whole of enormous 
complexity. He then adds: “So we 
are at a great fork in the road. We 
can move hand-in-hand to try to re- 
solve these problems, or we can 
shudder and wait for the time when 
we will try to solve them by warfare.” 


Totality of Interdependence 


In planning this Top Management 
Report on “Interdependence and the 
International Corporation,” we ap- 
proached the subject in its broadest 
context—interdependence between 
government and business, between 
the Administration and the Congress, 
between the developed and the de- 
veloping worlds, across the spec- 
trum of critical political-economic 
issues confronting us. 

While interdependence is the over- 
riding need and the key to interna- 
tional economic foreign policies 
affecting government and business, 
by no means is interdependence 
guaranteed. It is a goal, not yet a 
reality. There are myriads of misun- 


derstandings that today stand as 
roadblocks—roadblocks not just to 
securing the economic well-being 
of the industrialized nations but, 
equally, roadblocks to the attain- 
ment of the “New International Eco- 
nomic Order” which has become the 
stated objective of so many develop- 
ing nations circling the globe. 

We face not just “normal” prob- 
lems and misunderstandings. We 
face mounting distrust and growing 
imbalances. And in the words of 
J. Irwin Miller, Chairman of Cummins 
Engine Company, in our tast Top 
Management Report, “. . . the best 
hope for achieving a desirable bal- 
ance would be for the nations of the 
planet to recognize the fact of eco- 
nomic interdependence and to shape 
their economic and foreign policies 
accordingly.” 

This Top Management Report is 
designed as a forum-in-print to as- 
sess the issues for the purpose of 
building understanding. To open the 
discussions, we asked Professor 
Rusk, as IMDI’s Honorary Chairman, 
to outline the agenda of issues from 
his vantage point as former Secre- 
tary of State and former President 
of the Rockefeller Foundation. In 
the interview that follows, he dis- 
cusses in some depth the role of the 
MNC in opening private investment 
channels which he believes will be 
the principal means by which the 
developing countries can obtain the 


capital, technology, and _ entrepre- 
neurial skills they sorely need. He 
concludes his appraisal with an op- 
timistic prediction of the future: a 
new spirit, a fresh start, a revival of 
confidence “on which private enter- 
prise and democratic institutions so 
desperately depend.” 
Then, in the articles which follow: 


@ Elliot L. Richardson, former Secre- 
tary of Commerce, perceives “in- 
terdependence” from a historical 
perspective, observing that our 
goal must be “to make the bene- 
fits of civilization available to the 
whole human race.” He brings into 
focus the MNC as an international 
economic force, especially as it 
encourages the _ internationaliza- 
tion of production. This force, he 
states, “is a reality that is changing 
our economic assumptions and 
our economic order just as surely 
as the revolution in telecommuni- 
cations is changing our way of 
looking at the world and our- 
selves.” 


e Harlan Cleveland, writing from the 
Aspen Institute for Humanistic 
Studies, provides an analysis of in- 
terdependence: its definition, his- 
tory, and present trends. Inter- 
dependence, he says, “is a condi- 
tion not a theory, a ‘fact’ not an 
ideology, a way of saying what all 
of us learn as part of growing up: 
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that some relationships are in- 
escapable, like having a brother 
who may get you in trouble but 
is still your brother.” 


e Senator John Sparkman, Chairman 


of the Senate Foreign Relations 
Committee, stresses the increasing 
need for interriational cooperation 
and respect between host govern- 
ments and MNCs. Having con- 
ducted and heard many Congres- 
sional hearings on the question of 
MNCs’ ethics overseas, the senior 
Senator from Alabama emphasizes 
the need for MNCs to “obey the 
laws and take fully into account 
public policies of host countries.” 
But he also urges host govern- 
ments “to foster conditions in 
which MNCs can maintain suc- 
cessful operations.” 


e Senator Charles H. Percy recon- 


structs the prevailing arguments 
on world economic integration. 
He notes the tenuous nature of 
interdependence and the sensitive 
interrelationship between domes- 
tic politics and the politics of in- 
ternational economic diplomacy. 
The Senator from Illinois calls on 
Germany, Japan, and the United 
States, in a tri-national effort, to 
restore world economic growth 
which would have as a by-product 
the fostering of more interdepen- 
dence. 


e Henry H. Fowler, a partner of 


Goldman, Sachs & Co. and former 
Secretary of the Treasury, stresses 
the need for “more effective lead- 
ership at the Chief of State level in 
the intergovernmental coordina- 
tion of the economic policies of 
the major industrialized democra- 
cies.” One major goal, he feels, is 
achieving a proper balance be- 
tween national and corporate in- 
terests—giving the MNC “the op- 
portunity to play its role in inter- 
national economic development.” 


e Alejandro Ortila, Secretary Gen- 


eral of the OAS, sees a critical 
hemispheric choice ahead for the 
United States and Latin America: 
either to welcome and cultivate 
economic interdependence and 
mutual development; or to resist 
the inevitable currents toward in- 
terdependence and invite hemi- 
spheric disharmony. Reviewing the 
agenda of issues facing the hemi- 
sphere including expansion and 
diversification of trade, the role of 


MNCs, and the transfer of tech- 
nology, Mr. Orfila concludes with 
the conviction that “we can and 
will make the right choice for the 
future of the Americas.” 


e Klaus A. Sahligren, Executive Di- 


rector of the U.N. Centre on Trans- 
national Corporations, examines 
the TNCs as a positive force in 
world economic interdependence. 
He sees as essential a readjust- 
ment and a clearer defining of the 
world role of TNCs. In this con- 
text, Mr. Sahlgren describes the 
efforts of the U.N. Commission on 
Transnational Corporations to har- 
monize the relations between TNCs 
and host nations through a code 
of conduct, an information system, 
problem-oriented studies, and a 
technical cooperation program. 


e Emile van Lennep, Secretary Gen- 


eral of the Organization for Eco- 
nomic Cooperation and Develop- 
ment (OECD), notes the acceler- 
ated increase in interdependence 
worldwide. This, in turn, makes it 
urgent that we harness interde- 
pendence for constructive pur- 
poses. Towards this end, the 
Secretary General states, gov- 
ernments in the industrialized 
world have special responsibili- 
ties, which he details in his arti- 
cle. 


e Lee L. Morgan, President of Cater- 


pillar Tractor Co., discusses the 
work of the OECD from his van- 
tage point as CEO of a major 
international company. His focus: 
codes of ethical conduct. Mr. 
Morgan states that the quality of 
corporate citizenship “will —in- 
creasingly affect the way major 
world business issues are re- 
solved.” He supports the OECD 
“Guidelines for Multinational En- 
terprises” as the “first attempt by 
an international governmental 
body to write an_ international 
code of behavior for business,” 
and urges MNCs to comply with 
these Guidelines. 


e William F. May, CEO of the Ameri- 


can Can Company, observes: “As 
the globe grows crowded, and 
nature’s resources diminish, we 
will all need all the wits we can 
muster.” The international cor- 
poration, he believes, recognizes 
its share in the responsibilities ac- 
companying interdependence. 


These include creating employ- 
ment, organizing capital, improv- 
ing technology, and encouraging 
human inventiveness. 


e@ Raymond H. Herzog, CEO of 3M 
Company, writes as a representa- 
tive of business leaders who share 
the critical concern that Congress 
be more fully informed of the facts 
guiding international corporate 
ventures. Relating 3M’s experience 
in West Germany, he illustrates the 
benefits of foreign investment to 
all participants—both in the United 
States and host community. His 
plea is that the 95th Congress view 
foreign investment within the total 
picture—and that business leaders 
provide Congress with case ex- 
amples which document how 
MNCs operate in the world eco- 
nomic system and elevate living 
standards at home and abroad. 


e J. Paul Austin, CEO of The Coca- 
Cola Company, describes the re- 
sults of his company’s efforts to 
make Coca-Cola a /oca/ product. 
He notes, “we do not manufacture 
and distribute the final beverage 
ourselves in most cases.” The 
trading partnership is “a fruitful 
partnership, with substantial bene- 
fits for both sides.” Mr. Austin 
welcomes this type of relationship 
since these concerted efforts 
among nations create and main- 
tain “an ongoing atmosphere 
where borders are at least poten- 
tially open.” 


ein the concluding article of this 
Report, Peter G. Peterson states 
that if the New International Eco- 
nomic Order is to become a 
durable fact, “it will be essential 
to persuade the American people 
that this New Order is much more 
likely to succeed because reason- 
able, effective terms are being set 
as one of the conditions for our 
aid.” 


We wish to acknowledge our ap- 
preciation to our guest authors who, 
in this Top Management Repori, have 
helped to identify the primary areas 
where interdependence is crucial, 
the problems that demand resolu- 
tion, and some of the solutions to 
the problems. 


Prof. Edward C. Bursk 
Gene E. Bradley 
MARCH 1977 
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THE INTERDEPENDENCE 
OF ALL PEOPLES 


by Hon. Dean Rusk 


Dean Rusk, former Secretary of State, 
dence and America’s role in an interdependent worl 
during a recent interview conducted in Washington by Gene E. Bradley, 


presents his views on the wide ranging issues of interdepen- 
d. The following was excerpted from his remarks 
IMDI President. Highlights: 


@ The OECD nations—Western Europe, North America, and Japan—should jointly pool talents, 
productive capacity, and resources to tackle the pressing problem of energy. 


@ The extraordinary capacity o 
or by attempts to drive them out of busines 


f the multinationals should not be crippled either by unnecessary fear 
by making their operations unprofitable. 


@ The government still needs a great deal of assistance from private organizations in trying to anti- 


cipate some of America’s long 
® Private investment channels are t 
both capital and technology. 


The human race has reached one 
of those great critical points in its 
history. We now have on our agenda 
a series of problems which are dif- 
ferent in kind from any the human 
race has faced before. Some of 
these have to be resolved by the turn 
of the century if we are to avoid 
catastrophe. | am thinking, for ex- 
ample, of: 

e The prospect of an unlimited nu - 
clear arms race. We need nuclear 
power, but there is danger in the 
proliferation of nuclear weapons. 

e The population explosion. On the 
most optimistic basis we may be 
reaching 15 billion people on this 
planet. 

e The longer range aspects of the 
energy problem. Demand con- 
tinues to grow, and resources are 
not likely to keep up with that 
demand. 

e The possibility of a sharp decline 
in the availability of certain critical 
raw materials. Some may even be 
exhausted completely. 

e Relations among people. Of con- 
cern are tensions between the de- 
veloped and developing countries. 
These problems tend to merge 

into each other and become a whole 
of enormous complexity—problems 
that will press against the outermost 
limits of the capacity of the mind of 
man. 

These are the very issues which 
could unify us, could help bring into 
being a family of man as an organic 
community (not world government) 
for the purpose of helping solve 


-term i 


problems common to us all; or they 
could renew some of the oldest 
causes of conflict among nations. 
We have all been relying on the 
prospect that science and tech- 
nology will somehow manage to find 
us the food and raw materials we 
think we need for our existence. But 
somewhere along the way, by 1985 
or 1990, that hope may prove to be 
illusory. 

So we are at a great fork in the 
road. We can move hand-in-hand to 
try to resolve these problems, or we 
can shudder and wait for the time 
when we will try to solve them by 
warfare. 


United States Involvement 


The stake of the United States in 
that range of issues is much greater 
now than ever. We are trading with 
the rest of the world at a level of 
more than $200 billion in both direc- 
tions. The shape of our own econ- 
omy is intimately related to inter- 
national trade and investment. We 
share problems and need to move in 
a common direction—e.g., estab- 
lishing the rules of conduct for 
multinational corporations as they 
move around the world. We dare not 
move off in separate, national di- 
rections. So | believe we have en- 
tered a period where more and more 
intimacy between us and our part- 
ners abroad is a sheer necessity. 

This naturally doesn't mean that 
the United States should take sole 
responsibility. But in terms of ac- 
tion, | think it will be necessary for 


issues and in deciding what actions ought to be taken. 
he principal means by which the developing nations can obtain 


the United States to be a senior 
partner and to carry a larger share 
of the effort. 

At the same time, | would hope 
that we would not move ahead on 
this as though we had something 
called an “American Plan” into which 
we invited others, but that we would 
put our heads together and develop 
a genuine community plan, taking 
advantage of all that others have to 
offer. For example, the Germans are 
substantially ahead of us now in the 
technology of energy conservation— 
e.g., the recycling of heat. 

| remember testifying during the 
Truman Administration before a 
Congressional committee in support 
of some rather minor appropriations 
for scientific and cultural exchanges 
abroad. One of the Congressmen in- 
terrupted me and said, “But, Mr. 
Rusk, any nation that developed the 
atomic bomb, radar, and penicillin 
doesn't need scientific exchanges.” 
And he thought he was talking about 
the United States! The British de- 
veloped radar and penicillin. The 
atomic bomb came out of the minds 
of British, Danish, German, Italian, 
Hungarian, and American scientists; 
it was derived from science in sev- 
eral countries. 

In the energy field, | would favor a 
major combined effort by the OECD 
countries—Western Europe, North 
America, and Japan—to pool our 
brains, talents, engineering skills, 
productive capacity, and resources; 
to join together in a comprehensive 
attack on all aspects of the energy 
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Hon. Dean Rusk (left) discusses interdependence with IMDI 
President Gene Bradley. 


problem, on a scale and with an 
urgency not less than the space pro- 
gram. 

| emphasize the pooling of brains, 
because we in this country need the 
brain power that is present in many 
parts of the Free World if we are to 
achieve some of the break-throughs 
that will be needed on so pressing a 
problem as energy. But, in any 
event, if we were to become partners 
in a great enterprise, then many of 
the lesser irritations would fall by 
the way, and we would draw closer 
together. 

It is very difficult for governments 
to act beyond the tips of their fingers 
because the day’s problems are so 
urgent and compelling that they tend 
to absorb the energies and talents 
of the government itself. In democ- 
racies, officials tend to be elected 
on a short-term basis; therefore, 
their concerns are related to the 
short-term issues. | think that gov- 
ernment itself must let its imagina- 
tion move more energetically into 
the longer-range issues. | believe 
that President Carter is a man whose 
cast of mind is in that direction, and 
| am encouraged. 

The fact remains that government 
is going to need a great deal of as- 
sistance from private organizations, 
such as iMDI, in trying to anticipate 
some of these major long-term is- 
sues and deciding what actions 
ought to be taken now to get ready 
to deal with them. 


Role of the MNC 


Private investment channels will 
be the principal means by which the 
developing countries can _ obtain 
both capital and technology, with 
entrepreneurial skills in addition. | 
think some of our friends in the de- 
veloping countries are letting the 
rhetoric outrun the real facts of life. 

For example, rnany of them are 
pressing for large amounts of capi- 
tal through what they call “official 
channels,” meaning governmental 


money. We in this country can ex- 
port from $15 to $20 billior: a year of 
capital through private channels be- 
cause of the powerful and efficient 
capital formation processes of our 
private economy, but there is no way 
in which we can do anything like that 
through official channels with tax 
money. 

We can and will be of some help, 
but we simply cannot tax farmers in 
Kansas, steel workers in Pittsburgh, 
corporations, and school teachers to 
provide the amounts of capital which 
the developing countries insist they 
need. Very large development capi- 
tal is available only through private 
channels, and countries seeking it 
must compete for it with all other 
users of capital—foreign and do- 
mestic—and in developed as well as 
other developing countries. 

Regulation of MNCs. There has 
been much rhetoric about MNCs 
being beyond the law. But they are 
subject to somebody's law. Every 
piece of them is subject to some 
national jurisdiction. 

Of course there are certain types 
of activities or certain parts of their 
operations which are difficult to keep 
track of and to regulate. That only 
means that we must be alert and 
check for abuses. Is there rapid 
movement of liquid resources from 
one capital to another for specula- 
tive purposes? We will take a look 
at that. Are there abuses of pricing 
policy from country to country? We 
will take a look at that. Arid so on. 
But it would be very sad indeed if the 
extraordinary capacity of the multi- 
nationals were crippled either by un- 
necessary fear or by attempts to 
drive them out of business by mak- 
ing their operations unprofitable. 

Danger of Generalization. It is im- 
portant for businessmen not to gen- 
eralize about the Third World, or 
about the rhetoric coming from the 
Third World. Each one of these 
countries is unique. When you get a 
hundred delegates together in one 
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room to try to formulate something 
like the Charter of Economic Rights 
or the Duties of States, it is part of 
the sociology of groups that the 
shrill voice tends to dominate; the 
moderate or the conservative voice 
either does not speak up or does not 
get heard. And at the end there 
seems to be a measure of solidarity 
behind the rhetoric. 

It is true that some of our Third 
World friends do not understand that 
if they want investment, they must 
compete for it in terms of condition 
and atmosphere, since most in- 
vestors still have extraordinary op- 
portunities for investment within the 
industrialized world under relatively 
safe political and legal conditions. 
In fact, however, there are a good 
many countries within the Third 
World that do want private invest- 
ment and are prepared to establish 
a responsible climate for investment. 

Even in countries that are not 
democratic (as we are accustomed 
to use that term), their leaders are 
nonetheless political leaders. They 
must be concerned to some extent 
about popular support and the aitti- 
tudes of their own people. But that 
does not mean that when the day’s 
business has to be transacted, they 
might not talk in very realistic terms 
about what can actually be accom- 
plished to get a particular job done. 

Possibility of Practical Solutions. 
Most of the Third World countries 
are newly independent. They be- 
came independent without large 
numbers of people trained either for 
government or for entrepreneurial 
or management tasks. They need 
sympathetic and understanding help 
in those matters, without our being 
overbearing or patronizing. | think it 
is possible to sit down with them 
without pretense and try to find 
practical solutions to practical prob- 
lems, acceptable on both sides. In 
the process | think we could find ex- 
traordinary opportunities for Ameri- 
can private participation. 
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| have seen this in many countries 
myself, both while | was in govern- 
ment and while | was with a large 
private foundation working hard on 
what has come to be called the 
“Green Revolution.” One can pene- 
trate the rhetoric and the theory and 
become workers in the fields togeth- 
er in a way that builds confidence 
and develops a mutual understand- 
ing that can come about in no other 
way. There can be a “new interna- 
tional economic order.” 


New International Economic Order 


The origins of this concept are 
complex, and some are easier to 
understand than others. For exam- 
ple, if historically the producers of 
primary products have had dispro- 
portionately low rates of return on 
their products in relation to indus- 
trialized products which they want to 
consume, there is a real economic 
issue which needs to be addressed. 
We have tried from time to time to 
deal with this problem, with regard to 
particular commodities. 

In connection with oil, the OPEC 
countries have taken the bit in their 
own teeth and have done a good 
deal about it themselves, with what 
long-range results for themselves we 
do not yet know. But there are other 
elements. 

For example, the idea of sover- 
eignty means much to newly inde- 
pendent nations, partly because they 
have only had it for a very short 
time. They sometimes forget that we 
are sovereign too. The problem here 
is to find out how two sovereign na- 
tions can in fact cooperate reason- 
ably and rationally with each other. 

in the revolutionary struggle 
through which so many of them have 
come, one of the points they made 
was that their poverty was a direct 
result of foreign colonialism. They 
discovered when they became inde- 
pendent that this was not necessarily 
true. There has developed a sense of 
frustration that somehow a new 
heaven on earth did not appear when 
they became independent. 

{ remember hearing Mr. Nehru talk 
at great length about how easy it is 
to lead a revolution but how difficult 
it is to build a nation. It is going to 
take time for these new countries to 
understand what it takes to build a 
nation. We should not get too irri- 
tated about some of their excessive 
language during that period. But we 


would do them a disservice if we en- 
couraged them to continue to in- 
dulge in excessive rhetoric which has 
no connection with the real world. 

1 grew up in the southern part of 
the United States. When | was born, 
that part of the country was almost 
pre-scientific and certainly was un- 
derdeveloped. We did not improve 
our situation by large transfers of 
aid from other parts of the country. 
We revolutionalized our lives down 
there by a powerful combination of 
education, public health, and_in- 
creased productivity of the basic 
economy, which was agriculture. 
Then we began to build on that and 
to accumulate our own capital and 
train our own people, and now that 
part of the country is one of the 
most vital parts of the United States. 
Our lesson in the South is the same 
lesson which many of the newly de- 
veloping countries, the newly inde- 
pendent countries, may well have to 
learn from their own experience to a 
degree. But perhaps we could help 
them with it. 


Leadership and Grass Roots 


In the end, however, everything de- 
pends on the interdependence of 
all peoples, beginning with the de- 
mocracies and the American people 
in particular. 

We have been in a period—one | 
hope we will soon be coming out of 
—where effort has been partially 
paralyzed in the democracies. The 
leaderships of the democratic coun- 
tries seem to have been, in recent 
years, afraid of their own people, too 
timid about calling upon them for 
the effort that we ought to be making 
to get on with our great tasks. 

The American people are willing 
to do a great many things, if they 
feel that they are working with 
others. But | suspect that many feel 
we are trying to do too much alone. 
We need genuine help from our 
closest partners. We need to find 
ways in which we can recreate a 
team of which they and we are mem- 
bers, embarking upon great enter- 
prises. 

It will help to pause for a moment 
to recognize, frankly, that we have 
been through 13 very difficult years 
in the United States, beginning with 
the assassination of John F. Ken- 
nedy. Then came the assassinations 
of Robert Kennedy and Martin Lu- 
ther King, Jr.; the attempt on George 


Wallace; the agonies of Indochina; 
the disillusioning events of Vietnam; 
and finally a period of recession, un- 
employment, and inflation. No won- 
der our spirits have sagged a bit. | 
talked to a junior high school class 
the other day. As they came into the 
room, it occurred to me that they 
had not lived through any time that 
they could remember where they 
could sense the elan and the con- 
fidence and the high spirit of the 
American scene. 

My mind goes back to Harry Tru- 
man, that little man from Indepen- 
dence. Harry Truman had a tremen- 
dous confidence in the grass roots 
American people. He felt that at their 
best the American people were a 
very good people, that they would do 
what had to be done /f they under- 
stood what it was and why. For ex- 
ample, in the middle of the Korean 
War, at the height of the hostilities, 
we invested three and one-half per- 
cent of our gross national product 
to support the Marshall Plan, Point 
Four, and similar ventures. Now we 
cannot get one-half of one percent 
of our gross national product for 
foreign aid. It is a matter of will; but 
| think the will is there—at the grass 
roots. 

Now there are important signs 
that we are bouncing back. | think 
the Bicentennial has helped, as we 
gathered in groups all over the 
country to reflect upon those pow- 
erful ideas so eloquently articulated 
by Thomas Jefferson and his col- 
leagues. 

Also, we are starting a new four- 
year period in the White House, and 
there is always a sense of fresh start. 
These are issues that have little to do 
with whether we are Republicans or 
Democrats. We are all in this to- 
gether, and | am very pleased to see 
that we seem to be recovering our 
spirits. 

This recovery is important, not 
only here in our own country, but in 
other parts of the world. When our 
spirits drop, then people elsewhere 
become discouraged. When we feel 
a sense of that confidence on which 
private enterprise and democratic 
institutions so desperately depend, 
then we can see a revival of confi- 
dence in other countries. This is in- 
terdependence in the most funda- 
mental sense. 

So | am approaching the future 
with considerable hope. Hf 
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MNCs: 


Closing the Gap in an 
Interdependent World 


by Hon. Elliot L. Richardson 


Secretary Richardson observes that a stable world future depends upon the closing of the economic 
abyss separating developed and less developed nations. He declares that: 


@ The United States and other industrialized nations must make special efforts to achieve “a credi- 
ble communication of concern, compassion, and caring and a real determination” to close the 


existing wide gap between rich and poor. 


e Investment capital by multinational corporations is the most effective hope for eliminating the 
“grinding poverty” stemming from the “chronic” capital shortage in the less developed nations. 

e This capital is most effective because it carries with it the added benefits of manpower develop- 
ment, managerial expertise, and marketing apparatus. 

e The profound economic force of multinationals is spreading the “benefits of civilization” to all 
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It was Arnold Toynbee who said, 
“Our age will be remembered not for 
its horrifying crimes nor its astonish- 
ing inventions, but because it is the 
first generation since the dawn of 
history in which man dared to believe 
it practical to make the benefits of 
civilization available to the whole 
human race.” 

The practicality of that enterprise 
is, indeed, staggering to contem- 
plate; yet it has now become an 
equally rational expectation. It has 
nothing to do with altruism or muni- 
ficence. We dare to think such 
thoughts, not only because of their 
practical possibilities, but also be- 
cause it is in the self-interest of the 
world’s nation-states to pursue such 
goals. 

Extending the benefits of civitiza- 
tion to the whole human race has to 
do with the worlcl becoming inter- 
related and interdependent, in a 
meshing of material wants, needs, 
and objectives. The limitations that 
time and geography have_histori- 
cally imposed have given way to the 
accumulated forces of technology— 
a technology that no longer recog- 
nizes these historic limitations. The 


technology that has helped to create 
the industrial superpowers has also 
created an insatiable appetite in 
these colossuses for the raw ma- 
terials for which they are increasing- 
ly dependent on the less developed 
nations. 

The interdependence of basic 
needs is a fact, as we have seen, 
borne in upon us of late by a whole 
series of things—crop failure, the 
OPEC increase in oil prices, the 
worldwide epidemic of inflation, the 
impact of inflation on the creation 
of unemployment, and the pervasive 
implications of world trade and the 
role of the multinational corpora- 
tions. 

Much of the world may still be de- 
pendent on the United States, but 
the United States must also depend 
on the rest of the world. We export 
60 percent of our wheat, 50 percent 
of our soybeans, and 33 percent of 
our cotton and tobacco. But we also 
import 100 percent of our tin, man- 
ganese, and chrome; about 55 per- 
cent of our titanium; and approxi- 
mately 40 percent of our petroleum. 

Of all the world’s production, 16 
percent is now traded international- 


ly—double the volume of 25 years 
ago. This increase parallels, over 
roughly the same period of time, the 
birth and growth of regional customs 
unions, common markets, multina- 
tional corporations, and such inter- 
national financial institutions as the 
World Bank and the International 
Monetary Fund. What were once 
local product markets are now world 
product markets; what were once 
regional capital markets have 
merged and become one. Corporate 
treasurers switch funds from one 
currency to another as conditions in 
the capital markets change. Produc- 
tion managers within the European 
Common Market reach across their 
national borders to find the workers 
they need in other countries. 

Some of the benefits of such in- 
creased exchanges are obvious: 
increased international cooperation, 
a merging of objectives and sub- 
merging of ancient national enmities, 
the paving stones for new paths to 
peace. There are economic rewards, 
increased job opportunities among 
them. In the United States, each $1 
billion of American exports creates 
or maintains some 50,000 jobs. By 
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increasing the exports of American 
goods and services by $20 billion, 
we could create one million new 
jobs. 


Potential Peril 


There is also potential peril in 
these new economic arrangements, 
as evidenced by the Organization of 
Petroleum Exporting Countries 
(OPEC), a cartel with the power to 
disrupt the world economy. Whether 
this power is exercised or not, its 
very existence complicates private 
sector planning and introduces a 
significantly destabilizing element 
of uncertainty. 

Another obstacle to the smooth 
functioning of an international eco- 
nomic order is the current “North- 
South” or “Rich-Poor” dialogue. 
Less developed countries seek pre- 
ferential access to our markets on a 
long-term basis, without commit- 
ment to either the “most favored na- 
tion” principle or the principle of 
reciprocity—principles which are the 
scaffolding of our efforts to build a 
freer, more efficient world trading 
system. They also seek to establish a 
“New International Economic Order,” 
attempting to effect a major shift of 
resources from richer nations to 
poorer through such devices as a 
“Common Fund” for the non-market 
management of key commodities. 

We saw that Common Fund de- 
mand clash with the proposal of the 
United States for the creation of an 
international resources bank. A dis- 
parity in positions also became ap- 
parent during Law of the Sea nego- 
tiations. 

Some of the developing nations 
take the stance that the exploitation 
of the deep sea minerals (belonging 
as they do to the common heritage 
of mankind) should be accomplished 
jointly, and that the world should 
share in the developmental process 
and in the proceeds of the sale of 
magnesium, tin, cobalt, and other 
minerals. 

An opposing point of view, as 
articulated by the United States, is 


that the countries possessing the 
technology for exploitation and the 
capacity to mobilize the capital 
needed to apply this technology 
should be free to develop the sea 
bed resources without hindrance by 
an international authority. However, 
the United States recognizes that it 
is legitimate to have an international 
authority responsible for the equita- 
ble sharing of royalties or revenues 
resulting from exploitation of deep 
sea minerals. 


Rich Nations Must Act 


These philosophical differences 
aside, | think it is essential that the 
rich countries, particularly the 
United States, seek to achieve a 
credible communication of concern, 
compassion, and caring and a real 
determination to do something about 
closing the intolerable gap between 
rich and poor nations. 

The traditional image of the less 
developed countries (LDCs) remains 
all too true: a terrible, grinding pov- 
erty that oppresses roughly half the 
world’s population. Some 900 million 
people, according to the World Bank, 
live on incomes of less than $75 a 
year, and the majority of others are 
only a little better off. 

Equally distressing is the fact that, 
although economic progress is being 
made, it is slow and tortuous, and 
its impact has been negligible on the 
widening gap in living standards that 
separates them from the developed 
nations of the world. The word “gap” 
is an inadequate description of these 
differences. More appropriately, it 
should be called a chasm, an abyss 
—one that must be bridged, must be 
closed, because a stable world can- 
not be built around it. 

There are compelling economic 
reasons, as well as humanitarian and 
policy reasons, however, for becom- 
ing involved in the development of 
the under-developed nations. They 
constitute a great new emerging 
market that is already of a size and 
significance not generally realized. 
in 1974-75, for example, the non-oil 


producing LDCs accounted for no 
less than 28 percent of total U.S. 
exports. In addition, the traditional 
image of their economies as stag- 
nant and dependent on commodities 
is becoming increasingly inaccurate. 
These countries now provide over 
20 percent of all U.S. imports of 
manufactured goods. 

As the economies of the LDCs 
develop, the size of their markets for 
U.S. exports will grow enormously. 
Assuming an economic growth rate 
of six percent a year in the LDCs, 
U.S. exports to these countries could 
well run at an annual rate of $70-75 
billion by the end of the 1980’s—an 
increase of two and a half times the 
current jevel, in constant 1974 dol- 
lars. 

That is the potential market, and a 
substantial one by any standard. But 
this potential is dependent on the 
LDCs’ economic growth, and espe- 
cially their export capability. In order 
to buy more from abroad, they must 
be able to sell more and earn more. 
Most importantly, they must be able 
to obtain the capital they need to 
finance their accelerated growth. 


Production Base Lacking 


The trouble is the production base 
for self-sustained development is 
lacking; the vicious cycle of poverty 
perpetuates itself. Without an ade- 
quate production base, the LDCs 
cannot earn enough from exports 
of manufactured goods to pay for 
the tremendous amounts of capital 
goods they need to improve that 
production base. Nor can they earn 
enough from exports of their natural 
resources, even though these have 
been growing at improved, more 
stable prices. Nor is aid from the 
developed nations likely to be suf- 
ficient. 

The only way, really, to break this 
cycle of poverty is with heavy in- 
fusions of foreign capital—massive 
infusions from every available 
source. According to a staff study 
by the Department of Commerce, 
the investment needed to support a 
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real Gross Domestic Product growth 
rate of six percent a year is cur- 
rently $116 billion. 

This will grow to a phenomenal 
$262 billion by 1990. Given a steady 
growth in exports by the LDCs from 
$100 billion in 1976 to $267 billion by 
1990, the foreign exchange still re- 
quired, after savings, to support that 
six percent growth rate will increase 
from $41 billion to $87 billion in 1990. 

This is what the development ex- 
perts are referring to when they talk 
about the capital shortage of the less 
developed countries. Where is all 
this capital going to come from? The 
source with the greatest potential is 
direct foreign investment by multi- 
national corporations. 


Multinationals—Best Source 
of Capital 


Greatly increased capital flows, of 
course, are needed _ from all 
sources—exports, credits, bilateral 
and multilateral aid, as well as pri- 
vate investments of other kinds. But 
there is no escaping the fact that the 
capital supplied by transnational 
firms is the most readily available for 
meeting the chronic shortfalls of 
savings and other capital flows. In 
addition, the capital supplied by 
multinationals tends to be more ef- 
fective because it carries with it such 
additional benefits as manpower 
development, a marketing apparatus 
and managerial expertise, which the 
countries need every bit as much as 
capital. 

Yet there is a mutual reluctance 
on the part of these countries and 
the multinational firms to join in 
those undertakings that would bene- 
fit them both. The major obstacte— 
a formidable one—is the corrosive 
lack of confidence between the na- 
tion-states of the developing world 
and the multinationals. 

Both must cope with the residue of 
resentment and suspicion left from a 
troubled history of colonialism, on 
the one hand, and expropriations 
without fair compensation, on the 
other. What is needed, quite ob- 
viously, is an international code of 
conduct, one that is mutually ac- 
ceptable and mutually beneficial to 
both countries and companies. Such 
a code is essential for building the 
climate of mutual confidence that 
will invite and encourage investment 
in the developing nations. 

Although an effective monitoring 
system will be needed to police such 


a code, it will still call for mutual 
trust, and we should remind our- 
selves it was trust of the same order, 
and risk of the same order, on 
which our civilization was built. The 
relationship between the multina- 
tionals and the developing nations 
must be based on compromise and 
trust, for while the investing com- 
pany is at the mercy of the host 
country, the multinationals can also 
go where they choose, to the most 
hospitable environment. 

In our own country we have bene- 
fited—and continue to benefit—from 
investments of foreign firms in our 
economy. Foreign capital financed 
the Erie Ganal and the Louisiana 
Purchase, highways and railroads, 
banks and insurance companies. 
Foreign manufacturers employ more 
than a million Americans on a pay- 
roll of about $13 million a year, and 
account for about 24 percent of our 
exports. 

Yet we just went through a period 
of shudders in the past two years, in 
which a fear of direct foreign invest- 
ment in the U.S. bubbled to the sur- 
face. There was concern that for- 
eigners, aided by dollar devaluations 
and the acquisition of petrodollars 
by the Middle East oil-producing 
countries, would take over and 
dominate our economy. 

Reacting to these fears, Congress 
enacted the Foreign Investment 
Study Act of 1974, which required 
the Department of Commerce to 
undertake the first comprehensive 
Study ever made of foreign direct 
investment in the United States. 

After 18 months of intensive re- 
search, the study concluded that 
foreign investment does riot repre- 
sent a threat to the U.S. business 
community and, while it can be im- 
portant in some sectors, does not 
loom very large in terms of the U.S. 
economy as a whole. Foreign direct 


investment in the United States rose 
rapidly between 1971 and 1974, and 
stood at $26.5 billion as of January 1, 
1975. The United Kingdom, Can- 
ada, and the Netherlands each ac- 
count for about 20 percent of the 
investment, but there also is healthy 
representation by Swiss, German, 
and Japanese interests. 


World Dependent on Multinationals 


This is but another indication that 
we are witnessing the development 
of a truly world economy. Increas- 
ingly, the investment decisions and 
operations of multinationals—many 
of them U.S.-bred—can be viewed in 
terms of world allocations of re- 
sources and a maximizing of world 
welfare. International production has 
already surpassed foreign trade as 
the main channel of economic rela- 
tions in terms of size, rate of growth, 
and future potential. The interna- 
tional company has become the sin- 
gle most important vehicle for devel- 
oping a world system based on a 
more rational allocation of resources 
than has been the case in the past. 

The profound economic force that 
the multinationals embody is the 
internationalization of production. 
The strength of this force has a life 
of its own, just as the developments 
of the industrial revolution pro- 
ceeded without respect to national 
policies or traditional economic pat- 
terns. Such a force creates its own 
environment. It becomes a new reali- 
ty with which all nations must cope. 

It is a reality that is changing our 
economic assumptions and our 
economic order just as surely as the 
revolution in telecommunications is 
changing our way of looking at the 
world and ourselves. It is carrying us 
forward in the direction of that once 
unthinkable belief that the benefits 
of civilization can be made available 
to the whole human race. ™ 
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“The only way . .. to break this cycle of poverty 
is with heavy infusions of foreign capital— 
massive infusions from every available source.” 
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Interdependence: 
Where You Stand 
Depends on Where You Sit 


by Hon. Harlan Cleveland 


a 


In discussing the inescapable nature of interdependence in international relations, Mr. Cleveland 


makes these observations: 


e Each nation can, within limits, choose its degree of dependence on others. 
e Interdependence has served the present industrial democracies well. 


e The first step after declaring independence is the management of interdependence. 


e The United States has learned—through 


“hard experience”—that it, too, is dependent on the rest 


of the world. 


Interdependence is a familiar but 
uncomfortable idea. In its simplest 
meaning, it is a condition not a 
theory, a “fact” not an ideology, a 
way of saying what ail of us learn as 
part of growing up: that some rela- 
tionships are inescapable, like hav- 
ing a brother who may get you in 
trouble but is still your brother. 

Interdependence wins no popu- 
larity contest, here or abroad. In in- 
ternational relations, interdepen- 
dence is technologically, economic- 
ally, politically, and morally inescapa- 
ble; no nation can be wholly master 
of its own fate. Along with everyone 
else in the world, Americans don't 
have to like it, but we do have to 
learn to live with it. 

But as you look around the world 
you do not see nations acting as 
though their interconnectedness 
were inescapable: 

e Nuclear weapons are the clearest 
present danger to mankind’s sur- 
vival. Yet those who already have 
more than they need are building 
more of them, and a number of 
those who do not have them are 
keeping open the option to build 
or acquire them. 

e Irreversible damage to the bio- 
sphere is clearly possible. Yet 
industrial and urban polluters con- 
tinue to soil the air and the seas, 
and a hundred nations yearn to 
industrialize and urbanize enough 
to add their fair share of pollu- 
tants to the global environment. 


e There is a great deal of talk just 


now about meeting basic human 
needs. Yet international aid, in- 
vestment and development strate- 
gies still mostly help the rich and 
middle-income people in both 
“rich” and “poor” countries. 


e A world food system needs sur- 


pluses from the North American 
granary. Yet farm subsidy pro- 
grams in the United States and 
Canada still are best designed to 
prevent surpluses. 


Our interconnected world needs 
effective international organiza- 
tions, especially to manage the 
transfer of resources from richer 
to poorer countries. Yet the poor- 
country majority has eroded the 
U.N.’s authority, torpedoed its 
taxing power, and rejected pro- 
posals for sharing revenues from 
the continental margins and the 
ocean floor. 


Transnational enterprise is still 
the most effective agent of tech- 
nology transfer. Yet some growth- 
hungry host governments and 
job-hungry home governments are 
readier to denounce these trans- 
fers than to regulate them. 


Since 1971 the U.S. dollar has not 
been strong enough to be the “key 
currency” for the whole world. Yet 
progress toward creating a truly 
international money has been, to 
put it charitably, sluggish. 


A Means Not an End 


Evidently the interconnectedness 
of world society is only half the story. 
Some degree of interdependence is 
inescapable. But it is also true that 
each nation can, within limits, choose 
how dependent it wants to be on the 
actions of other nations, and how 
much it wants other nations to de- 
pend on its own national decisions. 
Interdependence is thus a means 
(to self-reliance, to freedom, to 
prosperity, to security, to the handl- 
ing of problems too big for one na- 
tion to handle alone), not an end. 
Like the science and technology that 
make it possible, interdependence is 
not inherently a Good Thing or a 
Bad Thing; it is morally ambiguous. 
lt can, for example, be a threat to 
security (Western Europe’s depen- 
dence on Arab oil) or an enhance- 
ment of security (Western Europe's 
dependence on the U.S. nuclear 
umbrella). 

In a world where nobody is in 
charge, each of the main actors— 
which are the governments of na- 
tion-states (including their publics 
when they are allowed to express 
their opinions), and a_ variety of 
transnational enterprises and asso- 
ciations—makes this choice in hun- 
dreds of detailed decisions that 
together constitute the “fact” of 
interdependence at any one mo- 
ment in time. Thus, for example, as 
of 1976: 
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e The United States has opted for an 
increased dependence on Middle 
Eastern leaders for energy—be- 
cause it decided (by default) not to 
have a coherent national energy 
policy. 

e The Soviet Union, by betting on 
heavy industry and failing to grow 
enough food, has opted to depend 
on North American farmers for 
adequate supplies of wheat. 

e The People’s Republic of China 
has chosen to be very selective in 
its interdepenclence—but Peking 
has made a $200,000,000 contract 
with the Kellogg Company to build 
some ultra-modern fertilizer plants 
in a hurry. 

e Western Europe, by creating a 
Common Market, has opted for 
less economic dependence on 
America—while building its mili- 
tary defenses around the presence 
of U.S. troops and nuclear weap- 
ons in Europe. 

e Japan, by building a modern in- 
dustrial state on islands with vir- 
tually no resources except highly 
educable people, has opted for an 
extreme dependence on unim- 
peded commerce and communi- 
cations. 

e Iran, by selling off its oil fast to 
build a modern industrial export 
industry, is making its future very 
dependent on the later willingness 
of other nations to permit access 
to their markets. 

e The executives of some trans- 
national companies, who are 
judged by short-term profit mar- 
gins, are reducing where they can 
their investments in countries 
whose politics they judge to be 
unfriendly or unpredictable. 

So it does not get us very far to 
say “interdependerice is a fact.” The 
degree of mutual clependence is not 
a given. It’s an option, a choice, a 
“policy.” 


Benefits Without Burdens 


Four billion people so far share 
the globe's patronage, and its perils. 


It is human nature for each of them 
—and each of the nations into which 
they are divided—to seek the bene- 
fits of interdependence without its 
burdens. 

Our Western European friends, for 
example, have grafted industrial 
technology onto long national tradi- 
tions and_ self-confident cultures. 
After several centuries of intra- 
European conflict and extra-Europe- 
an conquest, they have achieved by 
cooperation (among themselves and 
with the United States) the longest 
period of peace since Charlemagne. 
European leaders typically learn sev- 
eral languages, appreciate a variety 
of cuisines, are at ease in interna- 
tional gatherings. 

Europeans invented the freedoms 
—of the seas, of commerce, of ex- 
ploitive investment—that gave their 
technological strength full play and 
linked them with the rest of the 
world, on European terms. But those 
links are the other name for depen- 
dency: Western Europe must lean on 
the rest of the world for much of 
its food, most of its markets for 
industrial exports, the bulk of its 
minerals, and (except for the finds 
under the North Sea) nearly all its 
oil. 

The Japanese, who came later and 
more hurriedly to the Industrial 
Revolution, had almost nothing to 
work with except energetic people 
and a genius for organizational be- 
havior; one expert refers to Japan as 
a “minerals museum,” implying that 
it can find under its own soil only 
enough minerals to keep its muse- 
ums supplied with samples. Yet by 
learning from experience the limits 
of independent action, they have 
managed to make interdependence 
the basis of an “economic miracle.” 

Interdependence has served the 
present industrial democracies well, 
and the notion that it must now be 
organized in wider, more consulta- 
tive multilateral bargains creates less 
culture shock in Western Europe 
and Japan than elsewhere. 


Among the developing, ex-colonial 
Peoples of South and Southeast 
Asia, the Middie East, black Africa 
and Latin America, “interdepen- 
dence” is still a touchy word, under 
suspicion as a new formula for en- 
slaving them—with Western (“white,” 
“gringo”) economists and business- 
men taking the place of the garrison 
troops and intervening Marines that 
are still remembered in living color. 

To the language of resentment is 
added now the prideful achieve- 
ment of OPEC, which managed to 
prove that all of the dependence 
did not have to be on the side of 
the weaker nations. 

So for the Third World, and for 
“Third Worlders” in the politics of 
the Atlantic and Pacific democracies, 
interdependence is far from a “fact 
to be passively accepted. It is, rather, 
a form of dependencia to be con- 
verted, by struggle and shouting and 
hard-nosed negotiation, into two- 
way bargains with enough equity and 
dignity on both sides to prove that 
the colonial era is really past. 


From Independence 
to Interdependence 


What the newly independent mem- 
bers of the world community are 
discovering, of course, is what the 
founders of the American Republic 
also had to learn from hard experi- 
ence: that the next step after a decla- 
ration of independence is the man- 
agement of interdependence. 

The Spirit of 1776 was not only 
universal in its idealism but inter- 
dependent in its struggle for inde- 
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“What the newly independent members of the world community are discovering, of course, is what the found- 


ers of the American Republic also had to learn from hard experience: that the next step after a declaration 
of independence is the management of interdependence.” 


pendence. Most of the important 
resolutions in the Continental Con- 
gress, the movements of Washing- 
ton’s army, and the nation’s early 
problems of trade and finance had 
important international dimensions. 
Would Canada or Ireland join in the 
revolt against Britain? Would the 
French fleet arrive at the right place 
in time to insure victory? Would 
the Spanish act against English gar- 
risons in Florida or would her colo- 
nies also seek independence? 
Would liberal, possibly revolutionary 
movements in Flanders or Geneva 
or Sweden emulate the American 
Revolution? Would Holland == or 
France loan hard currency to Ameri- 
ca? 

But from 1815 on, fearing no for- 
eign power and able (like the Japan 
of today) to get away with minimal 
defense spending, the United States 
was free to develop its rugged in- 
dividualism under the tacit protec- 
tion of the Royal Navy. The impor- 
tant moments in our international 
relations in the century after 1815 
must in retrospect be classified as 
cheap shots: the Monroe Doctrine, 
the wars of 1846-47 and 1898, the 
opening of Japan, the purchase of 
Alaska, the frightening of France out 
of Mexico, the Open Door in China, 
the arbitration of the Russo-Ja- 
panese War, the takeover of Hawaii, 
the various expeditionary adventures 
in Latin America. Even the success- 
ful (and costly) intervention in the 
First World War was a belated deci- 
sion by a very independent United 
States to take part in somebody 
else’s war. 


The most important happening in 
“foreign relations” during this time 
was the arrival in the United States 
of more than 30 million immigrants, 
probably the largest voluntary mi- 
gration of peoples in human history. 

Our century and a quarter of suc- 
cess in isolation, our profound ex- 
perience of real-life independence 
from events in the rest of the world, 
covers more than half of our na- 
tional history; small wonder that it 
spawned an ideology that still has 
its sentimental echoes in present- 
day politics. (“Get the U.S. out of the 
U.N. and the U.N. out of the U.S.”) 
But ever since Hitler's armies ap- 
peared on the English Channel in 
May 1940, and especially after the 
Second World War left the United 
States—for a time—as the world’s 
only superpower, the question has 
been not whether to be interdepen- 
dent, but how to handle our inescap- 
able relationships. 

Even so, the manner of our emer- 
gence misled us about the nature of 
interdependence. American eco- 
nomic dynamism, military strength, 
cultural vigor, and political imagina- 
tion helped create a very interde- 
pendent worid but a very asym- 
metric one. Others seemed to need 
our nuclear protection, our weap- 
ons, our food, our science and tech- 
nology, our university degrees, our 
loans and grants, our movies and 
television programs, and our politi- 
cal leadership—and we didn’t see 
ourselves as needing much from 
them except willing cooperation in 
our plans for world order. 

The real relationships have never 


been as one-sided as that, of course. 
Our nuclear preeminence began 
with experts and expertise from 
Europe. Our energy comes increas- 
ingly from the Middle East. We im- 
port large proportions of many key 
minerals we must have to keep go- 
ing, including tin, chromium, baux- 
ite, manganese, nickel, zinc, and 
lead. The very definition of our 
“high” standard of consumption is 
the variety of things and the diver- 
sity of culture we buy from abroad. 
Our farms and industries are criti- 
cally dependent on easy access to 
overseas markets under reasonably 
predictable conditions. 

Still, most of us, if we thought 
about it at all, have until recently 
considered interdependence as a 
Good Thing because we didn’t think 
of it as dependence on others for 
anything we really had to have. 

It was the Arab embargo, of 
course, which brought us up short— 
short of oil and also short of doc- 
trine for the era of “world order 
politics” so suddenly upon us. As we 
look back to our history for gui- 
dance, we will do well to regard our 
long period of “splendid isolation” 
as an aberration, and return, as to a 
norm, to the idea the founders start- 
ed with 200 years ago: to seek our 
independence through the astute 
management of interdependence. Ml 


This article is digested from Mr. Cleve- 


land's published writings, including his 
recently published book on The Third 
Try at World Order: U. S. Policy for an 
interdependent World, (The Aspen In- 
stitute for Humanistic Studies). 
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Economic Interdependence and 
the International Corporation 


by Hon. John Sparkman 


In summarizing efforts underway to achieve international cooperation with respect to multinational 
corporations, Senator Sparkman stresses that: 


e It is important not only for MNCs to obey the laws of host governments, but also for host govern- 
menis to provide a favorable climate for their operation. 
e Free and fair competition is still the best method for stirnulating economic progress and higher 


living standards worldwide. 


e The right of governments to tax revenues must be balanced by the right of corporations to be free 


from excessive taxation. 


e Differences between the developing and industrialized nations must not stand in the way of im- 


proving the flow of technology. 


The global response to economic 
interdependence has become _in- 
creasingly more complex and so- 
phisticated. Nowhere has this been 
more true than in questions that 
have been raised concerning the be- 
havior of multinational corporations, 
particularly with respect to corporate 
ethics, competition, taxation of for- 
eign profits, and technology trans- 
fers. 


Corporate Ethics 


The last few years have witnessed 
dramatic public revelations of cor- 
porate payments by American com- 
panies to foreign officials, journal- 
ists, and political parties or indi- 
viduals with the goal of obtaining 
business advantages. The scope of 
corporate bribery has brought to our 
attention the need to strengthen 
legal norms and procedures at the 
national and international levels, but 
the various values and ethics of 
nation-states make this a most com- 
plex problem. 

As Chairman of the Senate Foreign 
Relations Committee, | have shared a 
particular concern for this complex 
issue. The Senate Foreign Relations 
Subcommittee on Multinational Cor- 
porations has held extensive hear- 
ings on the question of corporate 
bribery. The Subcommittee has fo- 


cused not only on the specific 
charges of corporate bribery, but 
also on the much larger issues of 
public policy. Are corporate pay- 
ments necessary for doing business 
overseas? What impact do these 
payments have upon U.S. foreign 
relations? 

It is the view of the U.S. Govern- 
ment that multinational corporations 
must obey the laws and take fully in- 
to account public policies of host 
countries. We have equally stressed 
the need for host governments to 
foster conditions in which MNCs can 
maintain successful operations. To 
this end it would be helpful for na- 
tions to continue to cooperate and 
develop international codes of con- 
duct for MNCs. 

As early as December 1975 the 
U.N. General Assembly approved by 
consensus a resolution which: 

e Condemns all corrupt practices, 
including bribery by transnational 
and other corporations, their inter- 
mediaries, and others involved in 
the violation of the laws arid regu- 
lations of the host countries; 

e Cails upon both home and host 
governments to take all necessary 
measures which they deem appro- 
priate, including legislative meas- 
ures, to prevent such corrupt 
practices and to take subsequent 


measures against the violators; 

e Calis upon governments to collect 
and exchange information on such 
corrupt practices. 

It is noteworthy that the United 
States interprets references to brib- 
ery to cover not only the offering 
and payment of illegal payments, but 
also, just as critically, their solicita- 
tion and acceptance. 

in early 1975 the 24-nation Organ- 
ization for Economic Cooperation 
and Development (OECD) estab- 
lished a Committee on International 
Investment and Multinational Enter- 
prises to draft a proposed code of 
conduct for multinationals. As a re- 
sult the OECD Committee drafted 
Principles of behavior regarding 
MNCs, adopted by the OECD foreign 
ministers on June 21, 1976, and 
entitled “Declaration of OECD Mem- 
ber Governments on_ International 
Investment and Multinational Enter- 
prises,” as well as an annex on 
“Guidelines for Multinational Enter- 
prises.” In part the OECD Code: 

e@ Opposes the payment of bribes by 
multinational corporations to for- 
eign officials—as well as the solici- 
tation of bribes. 

e Calis on business firms not to 
make political contributions to 
candidates for public office or to 
political parties or political organ- 
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izations, unless legally permissible. 
e Directs enterprises to abstain from 

any improper invoivement in local 

activities. 

Last September the Senate For- 
eign Relations Committee approved 
Senate Resolution 516 supporting 
U.S. participation in the OECD Dec- 
laration on International Investment 
and Multinational Enterprises. 

In the last analysis, reform of cor- 
porate behavior must be undertaken 
at the nation-state level, with indi- 
vidual governments exercising con- 
trol and providing guidance to their 
citizenry, including corporate citi- 
zens. Last year Congress passed two 
measures with respect to foreign 
bribes: First, the 1976 Tax Reform 
Act provides that companies that 
pay bribes to foreign officials will 
have to pay tax immediately on the 
amount of the bribe. Second, the In- 
ternational Security Assistance and 
Arms Export Control Act of 1976 re- 
quires that a report be submitted to 
Congress within 60 days if the Presi- 
dent determines that: 

e Officials of a foreign country re- 
ceiving security assistance have 
obtained illegal or otherwise im- 
proper payments from a U.S. cor- 
poration in return for a contract to 
purchase defense articles or serv- 
ices; or— 

e Such officiais extort money or 
other things of value in return for 
allowing a U.S. citizen or corpora- 
tion to conduct business in that 
country. 

The report is ta contain a recom- 
mendation from the President as to 
whether the United States should 
continue a security assistance pro- 
gram for that country. 

Not all aspects of corporate be- 
havior abroad can be regulated by 
legal norms and procedures. There 
are practical questions such as the 
extraterritorial reach of U.S. law. In 
the business community, however, a 
new attitude of corporate responsi- 
bility is emerging. Multinational cor- 
porations are adopting their own 
codes of conduct. In 1975 the Cham- 
ber of Commerce released a state- 
ment called “Elements of Global 
Business Conduct for Possible In- 
clusion in Company Standards.” In 
1976 Union Carbide Corporation 
adopted a statement of “The Inter- 
national Responsibilitios of a Multi- 
national Corporation.” Other com- 
panies followed suit. In all, there 
has been an overall effort by the 


business community to balance the 
rights and responsibilities of both 
nation-states and multinational com- 
panies. 


Free and Fair Competition 


The United States firmly believes 
that free and fair competition is the 
best means to stimulate economic 
progress and higher living standards. 
To that end it has enacted and en- 
forced antitrust laws to deal with 
practices that monopolize or restrain 
trade. While many other nations now 
have antitrust laws mainly designed 
for domestic purposes, increasing 
world economic interdependence 
gives these laws international sig- 
nificance. 

Through the past years U.S. multi- 
nationals have found that foreign- 
based firms and their governments 
may cooperate in competing with 
U.S. firms for overseas business, 
while U.S. antitrust {laws usually 
prohibit such activities among Ameri- 
can companies and officials. As a 
result the United States is working 
with other governments to harmonize 
national antitrust policies affecting 
restrictive business practices and 
world commerce. Realizing that such 
harmonization is a gradual process, 
given the vast differences among na- 
tion's goals, laws, and practices, the 
United States is trying to ensure that 
American firms are not disadvan- 
taged in world markets because of 
these differences. 

In certain instances the United 
States has provided exemption to its 
antitrust law. The Webb-Pomerene 
Act of 1918 exempts from the opera- 
tion of U.S. antitrust laws American 
firms that participate in joint associa- 
tion for the sole purpose of engag- 
ing in export trade. Almost all these 
joint associations were formed in 
product lines where the United 
States lacked a technological ad- 
vantage. 

The overall trend in antitrust policy 
among industrialized nations is to 
harmonize competition policy. Most 
industrial nations have expanded 
and strengthened their antitrust laws 
in recent years. As a consequence 
the disparities in antitrust laws 
among industrialized nations are 
diminishing. 

Since 1961 the United States has 
been an active member of OECD's 
Committee of Experts on Restrictive 
Business Practices. This group now 
includes delegates from 22 industri- 


alized nations, all of whom have 
some form of antitrust legislation. 
The United States aided in the draft- 
ing and the implementation of the 
1967 OECD resolution which pledges 
member nations to consultations on 
antitrust enforcement actions affect- 
ing the vital interests of other OECD 
members. 

The United States also helped 
draft and encourage the adoption of 
the 1973 OECD resolution. It calls for 
consultation and conciliation within 
the OECD framework to solve prob- 
lems arising from cases where re- 
strictive business practices adversely 
affect international trade. Further, 
the United States is already working 
with other nations on a_ bilateral 
basis with respect to strengthening 
and harmonizing their policies and 
laws concerning restrictive business 
practices, policies, and laws. 

In mid-1976 the OECD adopted 
“Guidelines for Multinational Enter- 
prises” which dealt in part with the 
harmonization of national policies on 
competition among multinational en- 
terprises. Under these Guidelines 
enterprises should refrain from ac- 
tions which would adversely affect 
competition in the relevant market. 

In 1975 the United Nations Confer- 
ence on Trade and Development 
(UNCTAD) invited U.S. delegates to a 
conference of a Committee of Ex- 
perts concerning restrictive practices 
which might adversely affect devel- 
oping nations. Representatives of the 
U.S. antitrust agencies and of the 
U.S. State Department participated 
in that conference. The representa- 
tives formulated a model antitrust 
act for possible guidance to individu- 
al developing nations in establishing 
their own national antitrust legisla- 
tion. 


Taxation of Foreign Profits 


In a world of separate taxing au- 
thorities, problems arise because the 
multinational corporation being 
taxed, or parts of it, may fall under 
the jurisdiction of more than one 
taxing authority. Ideally a multina- 
tional corporation would like to use 
its profits from a specific subsidiary 
in whatever way is most advanta- 
geous to its worldwide operation. 
Yet the host and home governments 
of the MNC feel they have legitimate 
taxing claims on such profits. The 
solution to this problem must recog- 
nize both the right of the enterprise 
to be free from excessive taxation 
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and the right of different authorities 
to tax revenues. 

The right to levy and collect taxes 
is one of the most sacred rights of 
national sovereignty, but there is no 
clear nor universally accepted theory 
of tax jurisdiction. Nor is there an in- 
ternational law that specifies who has 
the right to tax and sets limits to the 
reach of any country’s tax jurisdic- 
tion. Business transactions across 
national boundaries, therefore, can 
be greatly influenced in both positive 
and negative ways by the problems 
or opportunities resulting from vary- 
ing taxation policies of overlapping 
national tax jurisdictions. 

The probability that two taxing 
jurisdictions may claim the right to 
tax the same property or income has 
stimulated governments to take 
unilateral actions in their own tax 
laws to provide credits for taxes paid 
abroad and to negotiate bilateral 
treaties with other countries to share 
the taxes. 

Treaties for relief from double tax- 
ation are common and exist between 
many of the world’s major countries, 
especially capital-exporting coun- 
tries, and between them and certain 
of the less developed countries. 
However, more needs to be done by 
governments to promote multilateral 
treaties on double taxation, as yet 
unrealized. A model tax treaty drawn 
up by OECD in 1963 has been influ- 
ential as a guide to countries when 
they negotiate bilaterally. 

The multinational corporation is 
anxious to maximize profits by mini- 
mizing its tax liabilities, while each 
country wants to maximize its share 
of tax income without making taxes 
so burdensome that they restrict the 
expansion of business activity. 

The trend in tax treaties appears 
to be for the host countries to im- 
pose taxes up to the rates imposed 
by home countries of the interna- 
tional business firm. More accept- 
ance of this policy among nations 
can maximize the share received by 
the host country without increasing 
the tax burden on a company. An- 
other trend is for nations to use 
tax exemption or low taxes as an at- 
traction for international business 
activities. The effectiveness of such 
government policy is realized if the 
home governments of multinational 
corporations allow tax credits as if 
full taxes were paid. 

While it seems unlikely that multi- 
national corporations should ever 


be able to bypass the taxing rights 
of nation-states, a multilateral treaty 
on double taxation would be a first 
step to harmonize world tax policy. 
Similarly, the networks of bilateral 
conventions, and especially the 
drafting of model tax treaties, can 
and do remove many conflicts and 
stabilize the conditions under which 
international business operates. 


Facilitating Technology Transfer 


National policies in many dclifferent 
fields have a direct or indirect influ- 
ence on international transfers of 
technology. In the industrially ad- 
vanced countries, the prevailing phi- 
losophy is that rapid technological 
progress is encouraged through a 
patent system that gives the estab- 
lished owner of a certain new tech- 
nology a monopoly over the use of 
the technology over a fixed number 
of years. In the less developed coun- 
tries which have relatively dim pros- 
pects for promoting domestic re- 
search and invention, the issue of 
giving protection to technology 
rights looks quite different. To them 
the question is whether the adoption 
of a patent system will help or hinder 
the country’s access to foreign tech- 
nology on acceptable terms, neces- 
sary to development of society. In 
total the multinational corporation 
and developing country feel that 
they have certain rights over the 
conditions of technology transfer. 

As a consequence national patent 
systems for protection of righits over 
technology do not universally exist, 
and where such systems exist the 
rights of foreigners to use the pro- 
tection varies greatly. Considerable 
work is underway by such groups as 
the International Bureau for the 
Protection of Industrial Property to 
promote model laws and internatior- 
al agreements that will regularize 
the flow of technology under terms 
that protect the national interests of 
both the developed and less devel- 
oped countries. International efforts 
are aiso underway to improve the 
flow of technology transfers to de- 
veloping countries; but until an in- 
ternational agreement is forthcom- 
ing, the national and international 
environment for governing technol- 
ogy flows is likely to be complex and 
unstable. 

Industrialized nations are working 
toward an answer to this complex 
problem. The 1976 OECD “Guide- 
lines for Multinational Enterprises” 


set forth the industrialized nations’ 

views on the transfer of technology. 

The Guidelines state, in part, that en- 

terprises should: 

e Endeavor to ensure that their activ- 
ities fit satisfactorily into the scien- 
tific and technological policies of 
the host countries, and contribute 
to the development of national 
scientific and technological ca- 
pacities to innovate. 

e@ Adopt, to the fullest extent possi- 
ble, practices which permit the 
rapid diffusion of technologies 
with due regard to the protection 
of industrial and intellectual prop- 
erty rights. 

e When granting licenses for the use 
of industrial property rights or 
when otherwise transferring tech- 
nology, do so on reasonable terms 
and conditions. 

Developing and developed nations 
are also working within the UNCTAD 
Committee on Transfer of Technol- 
ogy, and its subordinate Group of 
Experts on a Code of Conduct, to 
work on an international accord on 
terms and conditions for the transfer 
of technology. Two draft papers 
have been introduced: The Group of 
77 (the developing countries) sub- 
mitted a proposal for a detailed and 
legally binding code, while the Group 
B nations (the industrial countries) 
submitted their proposals for volun- 
tary guidelines for the transfer of 
technology. Because of significant 
differences, the joint draftings of the 
code have failed to gain approval. 
As a result of the May 1976 UNCTAD 
conference in Kenya, both the Group 
of 77 and Group B endorsed a reso- 
lution which calls upon all states to 
cooperate in evolving an internation- 
al code of conduct for the transfer 
of technology, with a view to its com- 
pletion by the middle of 1977. 

Much work lies ahead for both the 
developed and developing world to 
meet the demands of worldwide eco- 
nomic interdependence and the in- 
ternational corporation. | have en- 
deavored to point out where efforts 
are underway to achieve different 
methods of international coopera- 
tion with respect to the issues of 
corporate ethics, competition, taxa- 
tion of foreign profits, and technol- 
ogy transfers. The process of inter- 
national harmonization and coopera- 
tion has a potential benefit to all 
elements of the world economy, in- 
cluding the international corporation 
itself. Mi 
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THE POLITICS OF 
ECONOMIC INTERDEPENDENCE 


A View from Capitol Hill 


by Hon. Charles H. Percy 


Appraising both positive and negative aspects of world economic interdependence, Senator Percy 
affirms that: 


e@ Only through the continued increase of international economic interdependence can the world 
achieve the level of wealth and well-being its people desire. 

e Long-term benefits of world economic interdependence outweigh short-term difficulties. 

e Criticisms of economic interdependence must be examined and answered in the context of the 
evolution of international economics, rather than in any short-term framework of economic mer- 
cantilism or protectionism. 

e@ The key question facing the industrial democracies is how to restore healthy growth in the world 


economy. 


The growth of economic. inter- 
dependence since World War Ii has 
been the result of a new industrial 
structure encouraged by _ interna- 
tional institutions designed to pro- 
mote the movement of economic 
goods across national boundaries. 

The process of world economic 
integration could only be reversed 
with severe economic hardship in the 
most advanced industrial nations. 
How rapidly integration continues 
will depend on the balance of do- 
mestic and _ international political 
forces. These political aspects of 
economic interdependence will, in 
the near future, slow but not stop 
further world economic integration. 


Long-Term vs. Short-Term Results 


The argument for more economic 
interdependence rests on the belief 
that international economic speciali- 
zation and integration provide the 
United States and some other coun- 
tries with maximum efficient utiliza- 
tion of their economic resources. In 
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such a system, all countries have the 
capability of developing comparative 
advantages in the utilization of capi- 
tal, raw materials and labor. Advo- 
cates of economic integration see 


‘the United States, in particular, 


benefiting from accelerated world 
economic growth. As a major export- 
er of raw materials and high-tech- 
nology products, the U.S. economy 
gains from demand generated by 
economic growth in other geograph- 
ic regions. Furthermore, because 
other countries can produce certain 
goods at relatively lower costs than 
the United States, imports in an in- 
terdependent world economy are 
anti-inflationary. 

But these are long-term economic 
results. A number of interest groups 
in the United States, mainly organ- 


ized labor, have shorter-term eco- 
nomic interests to satisfy. They see 
economic interdependence resulting 
in a loss of U.S. jobs. They fear that 
foreign labor, in conjunction with 
U.S. capital, management and tech- 
nology, will produce goods that will 
be imported into the United States to 
the detriment of domestic employ- 
ment. 

A second argument used against 
economic integration is that it redis- 
tributes national income from those 
who receive income from wages to 
those who receive income from 
capital. The argument is that capital 
is scarce in the world; and because 
capital is less plentiful abroad than 
in the United States, it receives 
greater returns when invested abroad 
and gives its owners greater income. 
Simultaneously, the productivity of 
American workers is seen as re- 
duced because the capital is not in- 
vested in the United States. There- 


fore, it is argued, capital flows 
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abroad should be halted and inter- 
dependence restricted. 

A third argument centers on the 
capability of central governments 
to manage such a large integrated 
economy. It appears to many that 
the U.S. Government manages our 
economy only with great difficulty. 
They question how far the United 
States should commit itself to inter- 
dependence if we, as a Government, 
have difficulty managing our own 
economy. They ask, rhetorically, how 
we can manage an_ international 
economy three times the size of the 
U.S. economy. 

Critics point out that during the 
last recession the major industrial 
economies were on the same busi- 
ness cycle. This was the first time 
since World War Il that such a phe- 
nomenon existed. The result was a 
higher boom and a deeper recession 
than we had experienced in the past. 
Economic interdependence is seen 
by critics as eliminating the offsetting 
business cycles of the post-World 
War I! period which provided some 
self-regulating capability to the world 
economy. They want a return to a 
simpler world or, at least, a halt in 
further steps toward more economic 
integration. 

Economic interdependence is val- 
uable because it expands economic 
wealth throughout the world. By ex- 
panding wealth, economic __ inter- 
dependence expands the probabili- 
ty of our having the economic 
resources to achieve our social ob- 
jectives. In advocating this policy, | 
do not disparage the points raised 
by its critics. But these criticisms 
must be examined and answered in 
the context of the evolution of in- 
ternational economics rather than 
in the short-term framework of eco- 
nomic mercantilism or protection- 
ism. 


and is ranking Republican on the Governmental Affairs Committee. 


interdependence in the 
United States 


The United States began its eco- 
nomic life with local and regional 
markets, supplemented by trade with 
Europe and other continents. With 
the advent of the national railroad 
system, a national market emerged. 
The increasingly efficient use of re- 
sources, labor, and capital rapidly 
expanded the economic wealth of 
the United States. National markets 
produced national corporations, 
which in turn produced national 
trusts and monopolies that came to 
dominate U.S. business. 

This structural change in U.S. 
business organization brought a 
political response in the Sherman 
Antitrust Act of 1890, the first at- 
tempt to guide the structure of the 
economic system, based on the be- 
lief that competition serves the na- 
tional welfare better than trusts and 
monopolies. This structural reform 
is, of course, still in effect. 

The global or multinational cor- 
porations, which came to promi- 
nence after World War Il, provided a 
totally new industrial organization. 
Encouraged by more open national 
markets, cheaper transportation, 
and the freer flow of international 
capital and goods, corporations in 
the United States, Europe, and Ja- 
pan devised global strategies for 
organizing resources and _ selling 
products. As in the case of national 
corporations, more efficiency was 
achieved and more wealth was cre- 
ated. 

Today’s economic debate con- 
cerns how to structure this new 
world economic strength, and how 
to divide the economic “spails” of 
this new world organization. New 
wealth is being claimed by the home 
countries of the corporations, the 
host countries of the investments, 


through collective bargaining with 
the corporations. 


The Costs of 
Economic Readjustment 


Economic interdependence as- 
sumes readjustment in national 
economies. In economic theory, this 
readjustment is termed painless be- 
cause labor is assumed to have per- 
fect mobility. But workers know 
better. Economic readjustment po- 
tentially means unemployment for 
both management and labor in many 
affected industries—a social cost 
which, to the extent it cannot be 
eliminated, should at least be tem- 
pered by adjustment assistance and 
programs to encourage re-training 
and geographic mobility of workers. 

Over the last 40 years, the United 
States has experienced major eco- 
nomic readjustments in the move- 
ment of the textile industry from the 
Northeast to the South, the migra- 
tion out of Appalachia as the coal 
mines were mechanized, and rural 
to urban migration. This harshness 
need not be repeated on an interna- 
tional scale, nor do the personal 
costs need to be so high. We must 
anticipate the readjustments and 
devise programs to lower the costs 
to individuals. But we should not 
halt changes in industrial organiza- 
tion that bring increased wealth 
throughout the world. 

The same logic prevails on the is- 
sue of who benefits when U.S. capi- 
tal flows abroad to more productive 
uses. Why prevent this flow and in- 
hibit the increase in world wealth? 
lf we determine that income redis- 
tribution occurs in the United States 
because of U.S. investment abroad, 
and that this is an undesirable out- 
come, then we should redistribute 
such income by taxing it and trans- 
ferring it to those damaged by over- 
seas investment. It should not be a 
national policy to stop the efficient 
production of wealth because we do 
not find the resulting income distri- 
bution desirable. 


Coordinated international 
Management 


The issue of international eco- 
nomic management is a_ difficult 
problem, The primary factor neces- 
sitating economic coordination is 
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the predominance of U.S. produc- 
tion and the U.S. domestic market 
in the world economy. 

Coordinated management means 
sacrificing some national policy 
freedom for the greater good of the 
whole. But there is no easy way to 
make economic interdependence an 
operational concept among sover- 
eign nations. 

Yet we have seen a beginning in 
this process in the economic sum- 
mit conferences in France in Novem- 
ber 1975, and in Puerto Rico in June 
1976. In the past two years, the non- 
Communist world has_ effectively 
reformed its monetary system and is 
renegotiating its trading system at 
the multilateral trade negotiations 
in Geneva. Economic coordination 
is now taking place through the 
Organization of Economic Coopera- 
tion and Development (OECD) in 
Paris, and through the Group of 10, 
a loose-knit organization of the larg- 
est nations. 

The critics of economic interde- 
pendence will agree that the United 
States must trade for goods and raw 
materials essential to our economy 
and not produced domestically. An 
outstanding example is our esti- 
mated 40 percent reliance on im- 
ported oil. Many will also argue for a 
U.S. balance of trade surplus be- 
cause it represents a stimulus to 
the U.S. economy and creates jobs. 
Organized labor favored open world 
markets for many years after World 
War Il. It was only after the econo- 
mies of Japan and Western Europe 
were rebuilt and became competi- 
tive with ours that a large proportion 
of organized labor turned protec- 
tionist. 

Implicit in this protectionist atti- 
tude is the parochial belief that the 
United States can, to some degree, 
remain economically — self-sufficient 
and independent of the world eco- 
nomic situation. But we cannot. As 
we consume our own national re- 
sources, supplies from abroad be- 
come progressively more attractive. 
To have the foreign exchange to buy 
abroad, the United States must sell 
goods abroad. Our needs and the 
desire to sustain our standard of 
living force us into a growing re- 
liance on foreign supplies and for- 
eign markets. 

In addition, the major partners in 
our national security alliance— 
Europe and Japan—require econom- 
ic interdependence. Japan is al- 


most void of raw materials and 
energy, and Europe is heavily de- 
pendent on the importation of both. 
Therefore, in fostering a policy to 
construct a more interdependent 
world, the United States recognizes 
its own needs and those of its clos- 
est allies. Economic  interdepen- 
dence has meaningful political se- 
curity ramifications well beyond U.S. 
domestic politics. 


Politics of Economic 
Interdependence 


The politics of world economic 
interdependence are exceedingly 
complex. We are talking about in- 
tegrating a myriad of political and 
economic systems into one econom- 
ic system that can efficiently ration 
the supply of economic resources 
on an international basis among 
competing users. While it is an over- 
simplification, this problem can be 
seen as one of integrating four dif- 
ferent institutional systems, each 
with its own structure of industrial 
organization. 

There is, first, the United States, 
with its non-collusive oligopolistic 
structure associated with minimal 
government involvement in corpor- 
ate decision making. Then compet- 
ing with this system in international 
markets are three other major sys- 
tems: a) the European system of 


recognized, legitimate, collusive car- 
tels that operate with a minimal 
amount of government involvement; 
b) the Japanese system of govern- 
ment-sanctioned cartels with govern- 
mental “administrative” guidance; 
and c) the state trading systems of 
the Communist bloc countries, which 
in most cases are state monopolies 
run in close coordination with cen- 
tral government economic policies. 

These four institutional systems 
have different objectives in terms of 
production units and government 
policy. Yet all compete in the same 
world market. It is not surprising that 
there are major conflicts among the 
national interests involved. What is 
surprising is how relatively well 
these problems are handled among 
the nations with these various struc- 
tures. 

While the national economic syn- 
thesis is far from perfect among the 
industrialized democracies, there are 
continuing national interests that 
favor negotiated settlements of dif- 
ferences. These ameliorating inter- 
ests are not prevalent between in- 
dustrial democracies and less 
developed countries or between in- 
dustrial democracies and Commu- 
nist bloc countries. Economic fric- 
tion between blocs of countries is 
more visible, and rhetoric more 
strident. 
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Economic discussions between 
industrial nations and less devel- 
oped countries are under way in the 
Conference on International Eco- 
nomic Cooperation (CIEC) in Paris 
and in the United Nations Confer- 
ence on Trade and Development 
(UNCTAD). The basic contention of 
the less developed countries is that 
the international economic system 
based on a market structure is in- 
equitable and favors industrial na- 
tions over raw materials producers. 

The real issue concerns interna- 
tional resource transfers and eco- 
nomic developrnent in less devel- 
oped countries. Industrial nations 
have not provided economic aid to 
less developed countries at effective 
levels. As a result, the rhetoric of 
industrial natioris in terms of offi- 
cial development assistance is no 
longer believed. And the less de- 
veloped countries, for their own in- 
terests, wish to change the market 
price structure so they receive more 
economic resources. They see the 
OPEC nations as prime examples of 
less developec| countries taking 
advantage of the price system to 
transfer econornic wealth for de- 
velopment purposes. 


Integration Between East and West 


East-West economic integration 
is much more difficult. It is not a 
matter of politics following econom- 
ics, but of economics following 
politics. Economics in East-West 
diplomacy is used within the context 
of detente as a mechanism to 
achieve political goals. This fact 
adds complex overtones to the en- 
tire area of economic integration. 

An example of this political com- 
plexity was the 1974 Trade Act and 
the important role in that piece of 
legislation of what became known as 
the Jackson Amendment. The Jack- 
son Amendment tied the growth of 
East-West trade to the emigration of 
Jews from the U.S.S.R. This was an 
emotion-filled issue that caused 
severe political tension between the 
United States and the Soviet Union. 

In the United States the politics of 
interdependence operate on two in- 
terrelated levels: 

1. Straight U.S. domestic politics. 
There is a divergence of interests 
between groups in our society that 
benefit from the long-term evolution 
of interdependence and groups that 
consider economic adjustment 
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caused by growing interdependence 
undesirable. Compromises will and 
are being made. When adequate 
government programming is too 
expensive or too difficult to relieve 
the personal costs of readjustment, 
then the growth of interdependence 
will have to be slowed. This is hap- 
pening in sectors where “voluntary” 
import agreements have been ne- 
gotiated, or where adjustment relief 
has been sought because of heavy 
import pressure. These arrange- 
ments will delay but will not per- 
manently impede the continuing 
growth of economic  interdepen- 
dence. 

2. International Diplomacy. The 
second level of politics is diplomatic. 
It concerns relations between our 
close economic allies in Europe and 
Japan; the North-South dialogue 
between the non-Communist indus- 
trial world and the less developed 
world; and East-West trade in the 
perspective of detente with the 
U.S.S.R. Each of these aspects of 
economic interdependence will have 
to be negotiated carefully. In the 
first two cases, negotiations are 
stalled because low levels of eco- 
nomic growth have created domestic 
political obstacles to compromise. 
In the area of East-West trade, polit- 
ical diplomacy will have to proceed 
further before economic relations 
with the Communist bloc countries 
can be broadened. 

U.S. domestic politics and pro- 
gress in international economic 
diplomacy indicate a slackening in 
the rate of growth of economic in- 
tegration as experienced over the 
last two decades. The most preva- 
lent common depressant is the slow 
rate of economic growth. Slow 
growth necessitates longer periods 
of economic adjustment. Pressure 
for more rapid adjustment during 
periods of slow growth results in in- 
creased political pressure to impede 
the integration process. The rate of 
growth in economic interdepen- 
dence has a direct relation to eco- 
nomic growth, and its growth rate 
will be restored only wher growth is 
restored in the world economy. 


Remedy for Restoring Growth 


The key question facing the indus- 
trial democracies is how to restore 
this growth. The effort to restore the 
growth should not be for reasons of 
fostering more _ interdependence; 
that will come as a by-product of 


growth. We need growth to employ 
people and to fully use the potential 
of the economic resources our so- 
ciety has available. Low growth 
means 7 to 8 percent unemployment 
and billions of dollars last each 
year. 

There are only three countries in 
the world that have the economic 
strength to stimulate growth—Ger- 
many, Japan and the United States. 
However, acting independently, 
neither Germany nor Japan have 
large enough economies relative to 
the world to pull up growth rates. 
The United States might have this 
capacity, but it would risk a return to 
double-digit inflation acting alone. 
What is needed is a cooperative tri- 
national effort to stimulate economic 
recovery in the OECD countries. 

Any attempt at such a cooperative 
recovery will be short-lived if two 
policy decisions are not made prior 
to this effort: 

1. That the three healthy econo- 
mies be willing to finance the world 
recovery with large enough current 
account deficits on their balance of 
payments to absorb the OPEC cur- 
rent account surpluses. This will 
allow the growth stimulus to ripple 
out of the three domestic econo- 
mies and stimulate the world eco- 
nomy. 

2. That there be an international 
energy policy. Any sustained OECD 
growth at an average of 5 or 6 per- 
cent will cause an oil shortage in 
the mid-1980’s. Any such shortage 
will put the industrial nations back 
on their financial knees. The greatest 
user of energy in the world is the 
United States. Therefore, it is we who 
must have the political will to put 
into place stringent energy con- 
trols. Until this is done, other indus- 
trial countries have no reason to 
sacrifice, and the possibility for sus- 
tained growth will be severely com- 
promised. 

A stringent U.S. energy policy 
stands as the first order of business 
for rebuilding the world growth rate. 
Closely linked to it will be a willing- 
ness by the Big Three to accept cur- 
rent account deficits and coopera- 
tive programs to stimulate their 
domestic economies. None of this 
will be easy. The political hurdles 
are many. We face the task for the 
first time in history of how to trans- 
late political economy into an opera- 
tional policy of economic interde- 
pendence. 
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INTERDEPENDENCE 
AMONG GOVERNMENTS 


Key to Managing the 


International Economy 


by Hon. Henry H. Fowler 


ees 


Interdependence stands to lose its viabilit 
governmental institutions work collective 


omy. Secretary Fowler emphasizes that: 


© Intergovernmentail coordination of econ 
© Interdependence can function only as 


age their administrative machinery; 


© Consistent decisive leadership extending, 
sharing of the benefits of the internationa 


and— 


e In sum, to foster “peace with freedom,” 


political management of the international economy.” 


—_—_———————— 


“Interdependence” has been a 
guiding principle in the conduct of 
U.S. foreign and national security 
policies for over three decades and 
through seven Administrations— 
those of Presidents Roosevelt, Tru- 
man, Eisenhower, Kennedy, John- 
son, Nixon, and Ford. 

All these Presidents have believed 
that America has had a vital stake in 
conducting a foreign policy de- 
signed to achieve peace with free- 
dom: not a temporary peace through 
retreat into isolationism, but a peace 
with a real chance to endure. Despite 
setbacks and the divisive years of 
Vietnam, this policy has remained 
remarkably consistent and yielded 
enormous rewards—for ourselves 
and others. 

Further, all these Presidents have 
realized that no such policy is viable 
without the bipartisan support of the 
U.S. Congress and the American 
people—from the successful com- 
pletion of World War Il, through the 
launching of the Marshall Plan, to 
year-by-year support of defense and 
aid programs, and the establishment 
of international organizations such 


as NATO, the World Bank, and the 
International Monetary Fund (IMF). 


The economic aspects of U.S. 
foreign policy assume greater and 
greater importance. Many serious 
threats to the goals of our policy 
are economic in nature—e.g., glob- 
al inflation, global recession, trade 
wars, “economic nationalism,” boy- 
cotts, oil embargoes, expropriation, 
and international monetary crises. 


So, now, the success of U.S. for- 
eign policy depends increasingly on 
the interdependence of government 
and business, sharing, as they do, a 
joint stake in international finance, 
international investments, interna- 
tional trade, international mone- 
tary and energy problems. Whatever 
the degree of understanding and 
cooperation between the two in the 
past—and there have been both 
pluses and minuses—there will need 
to be further improvement in the 
period we are now entering. 


But even that will not be enough. 
There must also be interdependence 
of government and _ international 
institutions—the U.S. and_ others. 


y unless the industrialized democracies through their inter- 
y toward an efficient management of the international econ- 


omic policies is imperative to a vital foreign policy; 
effectively as the industrialized democratic countries man- 


in part, to the multinational enterprises would mean “a 
| economy” with the developing poor-resource nations; 


it is crucial “to organize and institutionalize a collective 


And this is the crucial area that | 
want to explore here. 


New Directions Needed 


It is imperative to recognize the 
grave need for more effective lead- 
ership at the Chief of State level in 
the intergovernmental coordination 
of the economic policies of the 
major industrialized democracies. 

Had there been an “international! 
summit” back in 1974—when dou- 
ble-digit inflation was raging in the 
OECD countries—we might have 
been able to hammer out a common 
program of action designed to bring 
the international economy back to 
some acceptable norm of price sta- 
bility without a worldwide recession. 

Had there been effective harmoni- 
zation On coordination of economic 
policies between the governments 
of the industrialized democracies in 
1972 and 1973, the unwitting stimu- 
lation of excessive demand without 
provision for adequate and reliable 
supply with the consequent double- 
digit inflation could have been 
avoided. 

There was no summit; there was 
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“It was not until November 1975 that a summit to tackle these problems took place, at the 


the Institute of International Education. 


suggestion of President Giscard d’Estaing of France, attended by the Chiefs of State of 
France, the Federal Republic of Germany, Japan, the United Kingdom, Italy, and the United 


States.” 


no common program. There was 
severe global inflation. In the nine 
months from October 1974 through 
June 1975 there was the sharpest 
decline in output and the highest 
unemployment in the countries mak- 
ing up the OECD since the period 
immediately following the end of 
World War Il. Consumer prices con- 
tinued to increase at an annual rate 
of about ten percent overall in early 
1975, despite the impact of reces- 
sion. The international monetary 
system was ir! a shambles, and rela- 
tions of the developed nations with 
the Third World were in a rapidly 
deteriorating state. 

It was not until November 1975 
that a summit to tackle these prob- 
lems took place, at the suggestion 
of President Giscard d’Estaing of 
France, atterided by the Chiefs of 
State of France, the Federal Repub- 


lic of Germany, Japan, the United 
Kingdom, Italy, and the United 
States. 

This meeting was held in France. 
Then seven months later (June 1976) 
there was another, attended by the 
same leaders, plus the’ Prime Minis- 
ter of Canada, in Puerto Rico. 

These two meetings are a first in 
modern times. Nothing like a con- 
sultation meeting on economic pol- 
icy of the Chiefs of State, represent- 
ing nations whose economies are 
responsible for 70 percent or more 
of the Free World production, trade, 
monetary reserves, or transnational 
investment, had ever been held. 

No single meeting or series of 
meetings is likely to provide ulti- 
mate solutions. Miracles are not 
wrought at international conferences 
as the recent meeting of the Inter- 
national Monetary Fund and World 


a common desire to achieve jointly 
arrived at objectives and coordinated 
activity. They can lay the base for the 
day-to-day, week-to-week, month-to- 
month acts of consultation and co- 
operation at various intergovern- 
mental levels following a_ given 
“summit” and before and after future 
“summits.” 

The mere fact that these “eco- 
nomic summits” have been held— 
and the nature of the problems that 
crowded their agenda, reflected in 
the communiques and _ indelibly 
fixed in each of our memories of the 
turbulent first half of the 1970’s— 
suggests the timeliness of a thor- 
ough assessment of the problem of 
management of the international 
economy and ways and means of 
improving it. 


Global Policy Initiatives 


Perhaps the most important task 
facing the leadership of the demo- 
cratic, industrialized nations is im- 
proving the functioning of the insti- 
tutions established to manage the 
international economy through inter- 
governmental cooperation and cre- 
ating new ones where the need 
exists. 

The regularized process of ex- 
changing views on the functioning of 
the international economy and re- 
lated national economic policies 
and inaugurating specific agreed 
programs to deal with specific prob- 
lems through multilateral organiza- 
tions has become deeply ingrained 
in the post-World War Il era. These 
exchanges sometimes include mu- 
tual surveillance and give rise to a 
limited degree of cooperation. 

Indeed, in the IMF, World Bank, 
GATT, OECD, Group of Ten, and 
BIS, as well as other international 
organizations in which the major in- 
dustrialized nations are active mem- 
bers, there is already a considerable 
administrative machinery designed 
to promote particular phases of in- 
ternational economic cooperation. 

But the coordination of national 
decision making in many vital eco- 
nomic areas where the problem to 
be solved is beyond the reach of a 
single nation has not always been 
produced by the existing machinery 
of intergovernmental cooperation. 
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A new dimension, a new creative 
approach to the management of 
these institutions is needed, and in 
some situations new initiatives are 
needed. A striking example is the 
contemporary problem that seems 
to have prompted the recent eco- 
nomic summits. 

A regularized process of coor- 
dinating national decision making to 
minimize worldwide inflation, avoid 
worldwide recession, and achieve 
and maintain an adequate rate of 
non-inflationary growth had _ not 
been meaningfully instituted, much 
less institutionalized. 

While much was discussed and 
analyzed in the OECD and the IMF 
meetings, governmental responses 
in the field of domestic fiscal and 
monetary policy have all too often 
been based on purely national eco- 
nomic or local political considera- 
tions, with little or no regard for 
their collective international impact. 

Money supply, interest rates, bud- 
getary deficits and surpluses, and 
many other factors related to busi- 
ness cycle adjustment, stabilization, 
adequate supply, and equitable 
distribution of basic materials— 
these have been handled without 
meaningful coordination between 
the major democratic industrialized 
nations. This situation is no longer 
acceptable. 

There are many other topics 
crowding for a place on the agenda. 
Many result from past accomplish- 
ments in international cooperation. 
To name a few: 

e@ Persistent improvement of the 
international monetary system to 
improve the adjustment process 
and achieve effective control over 
the growth of international mone- 
tary reserves. 

@ Continuing assault on trade and 
non-tariff barriers. 

e Avoidance of selfish restraints on 
exports that are destructive of 
responsible and equitable sup- 
plier relationships. 

eA larger volume of multilateral 
assistance by the developed and 
oil-rich countries to the less de- 
veloped non-oil producing na- 
tions, and more effective use of 
these transfers of resources. 

@ Solution of the incipient conflict 
in the development and use of 
world energy and raw material re- 
sources. 

e@ Achieving a proper balance be- 
tween national interests and the 


multinational corporation that will 
give the latter the opportunity to 
play its role in international eco- 
nomic development. 


Toward Efficient 
international Management 


But as the Interim Report of the 
Special Committee of the Atlantic 
Council on Intergovernmental Or- 
ganization and Reorganization en- 
titled Beyond Diplomacy points out: 

“Other needs and opportunities 
for international cooperation do not 
necessarily flow from past experi- 
ence and do not have the advantage 
of momentum from the activities of 
well established international insti- 
tutions. To seize these opportunities 
requires imaginative leadership, 
original action, and new _ interna- 
tional policy, as well as important 
national decisions by sovereign po- 
litical authorities that add up to joint 
decision making that promotes 
rather than frustrates common in- 
terrelated efforts.” 

Foreign direct investment and 
multinational enterprises do not 
have international rules or institu- 
tions such as have governed world 
trade with great success. There is 
no GATT for investment, although 
the volume of international produc- 
tion by transnational enterprises 
approaches that of world trade. 

Also, new arrangements seem re- 
quired in some areas of commodity 
trade if access to adequate sup- 
plies is to be available, equitable 
terms are to be assured to con- 
sumers, and price swings damaging 
to producer and consumer alike are 
to be minimized. 

Further, some action to assure the 
adequate flow of investment capital 
to additional supplies of certain 
vital raw materials in the less de- 
veloped countries seems increasing- 
ly necessary if the alternative, resort 
to extremely high cost sources in 
the developed countries to the dis- 


advantage of both, is to be minimized. 


Yet we simply do not have a sys- 
tem capable of the timely formula- 
tion and execution of mutually 
advantageous programs of interna- 
tional cooperation to deal with 
these problems and opportunities— 
and they can be dealt with satisfac- 
torily in no other way. 

Collective Management Required. 
It is increasingly recognized that one 
of the major problems in managing 


the international economy is the ab- 
sence of consistent decisive leader- 
ship in the international institutional 
arrangements necessary for its func- 
tioning. 

In the words of Mrs. Miriam 
Camps in her book The Manage - 
ment of Interdependence, the man- 
agement of the international econ- 
omy “calls for a great deal of highly 
sophisticated collective management 
reaching well down into the domes- 
tic area, for it is here that ‘interde- 
pendence’ has gone the furthest 
and is creating the most serious 
Problems. The ‘real’ world of bank- 
ing and industry has joined the 
economies of the highly industri- 
alized countries; rules and organi- 
zations exist but governments have 
yet to adapt them or to create new 
instruments of supervision and con- 
trol to match their objective inter- 
dependence.” 

This is not a reflection on the 
many outstanding Secretaries Gen- 
eral, Managing Directors, and Presi- 
dents of the existing international 
institutions who necessarily depend 
for their power, authority, and re- 
sources on the political leadership 
of the nation-states who are mem- 
bers of the international organiza- 
tions. It is clear that the task is 
beyond the authority and resources 
of international civil servants, no 
matter how competent and _far- 
sighted. 

Of course, the international insti- 
tutions, through their top officials 
and staff, can and should seek to 
involve the officials or member 
governments. But given the most 
effective performance on this ini- 
tiatory and consultative level by the 
managers of the international in- 
Stitution, the effort will fall short 
without affirmative collective lead- 
ership from member governments. 

Action to secure this affirmative 
collective national leadership has 
two dimensions: 

First, the governments of member 
states and the international institu- 
tions must be organized in such a 
fashion as to interrelate the persons 
most clearly responsible for national 
decisions in the substantive area 
involved very actively in the affairs 
and decisions of the international 
institution. 

Second, there must be leadership 
from a nation or group of nations if 
the initiatives necessary to effec- 
tive management of the interna- 
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tional economy are to be taken in 
timely fashion. 

U.S., Western Europe, and Japan. 
lt has become increasingly clear in 
recent years that a new steering 
mechanism, structured out of the 
organized collective leadership of 
the United States, the European 
Community or its principal mem- 
ber nations, and Japan, must be- 
come to the management of the in- 
ternational economy what the 
leadership of the United States was 
in the period past. 

No single country or limited geo- 
graphical group should attempt to 
provide the leadership to the inter- 
national economy alone. Collective 
leadership with all of its problems 
and headaches is the requirement of 
the times. 

Of course, the United States must 
still play an important participatory 
role in this collective leadership. It is 
the world’s largest economy, playing 
a key role as a trader and financial 
power. It is the source of at least 
one-half of the world’s foreign direct 
investment, a major supplier of food 
and technology, and the largest user 
of raw materials and energy. 

But the present domestic political 
orientation in the United States, the 
attitude of other countries toward 
any assumed dominance of a single 
nation, the position of Western 
Europe as the largest trading unit 
with the largest pool of monetary 
reserves, and the emergence of 
Japan as the second largest indus- 
trialized democracy with a key posi- 
tion in East Asia—these and other 
factors suggest this tripartite collec- 
tive leadership in the management of 
the international economy. 

These democratic societies of 
Western Europe, North America, and 
East Asia are already bound together 
by common security, political, and 
economic interests. The nations with 
industrialized market economies, or 
with mixed economies still pre- 
dominantly private, have reached a 
point of economic interrelationships 
where they must either forge more 
effective methods of collective man- 
agement or cut back on steadily 
increasing interdependence with the 
risk of a turn-back to autarchy or 
economic isolationism and the con- 
sequent inefficiency and insecurity. 

This rapidly growing interdepen- 
dence among the industrialized de- 
mocracies, plus the emergence of 
transnational networks of banking, 


finance, and industry, the growth 
and position of multinational enter- 
prises and other transnational eco- 
nomic associations, have already 
involved these nations in a core 
system within the international econ- 
omy. 

That core system increasingly 
includes nations which are in an in- 
termediate stage of development or 
which are key sources of energy and 
other essential raw materials. More- 
over, the core countries have as- 
sumed special responsibilities to 
bring increasingly to the inadequate- 
ly developing poor-resource nations 
of the Free World a sharing of the 
benefits of the international econo- 
my. 

In short, those nations that have 
already accepted in good measure 
the special obligations and responsi- 
bilities for observing the rules and 
practices of the international econ- 
omy to the benefit of their peoples 
are best positioned to do more in 
developing its better mangement. 

As for the all-important task of 
institutionalizing continuing consul- 
tation and some joint or coordinated 
decision making on the management 
of the international economy by the 
heads of key governmenis and their 
top ministers, it must be emphasized 
that the summit meetings in France 
and Puerto Rico, however welcome, 
are not enough. They are only a 
recognition of the task ahead. 

At least three additional steps 
should be considered: 

4. The OECD should be converted 
into an instrumentality more readily 
adapted to facilitating the coordi - 
nation of economic policy among 
the developed countries. 

2. The governments of the princi - 
pal industrialized democracies 
should organize a new and compre - 
hensive process of timely advance 
consultation on the management of 
the international economy. (This 
does not require the establishment 
of any new international institution. 
There are already available for con- 
sultations such global economic or- 
ganizations as the World Bank, IMF, 
GATT, and economic bodies of the 
United Nations.) 

3. The top political leaders of the 
major democratic nations in West- 
ern Europe, North America, and 
Japan should, in a follow-up to the 
experiment with economic summits 
at Rambouillet and Puerto Rico, in- 
augurate a series of regularly sched - 


uled meetings with some significant 
modifications designed to institu - 
tionalize them. 


Leadership from the 
Industrialized Nations 


In an interdependent world there 
are many tasks central to the reali- 
zation of basic human values and the 
avoidance of threats to internal 
economic and social stability—tasks 
which increasingly transcend na- 
tional borders. No government today 
can adequately discharge its re- 
sponsibilities solely by its own ef- 
forts. 

Failure to harmonize the exercise 
of sovereignties to meet some of 
those crucial problems confronting 
the international economy is to for- 
feit one of the essential attributes of 
national sovereignty in the world 
in which we live. 

National leaders throughout the 
world—and the top political leaders 
of the major industrialized demo- 
cratic societies in particular—face 
the pressing task of determining the 
scope, extent, nature, adequacy, and 
desirability of international or inter- 
governmental arrangements to deal 
with problems of the international 
economy which transcend national 
frontiers. 

Only political leaders at the high- 
est level can effectively direct the 
negotiation of these arrangements 
and their political processing under 
the particular form of national gov- 
ernment involved. 

Only these leaders at the highest 
level can strike the balance in these 
determinations between the inter- 
national goals and the safeguards 
necessary to preserve national and 
regional values. 

lf the democratic industrialized 
nations should continue to follow the 
laggard, haphazard pace of ad hoc 
efforts to develop up-to-date inter- 
governmental coordination for deal- 
ing with pressing problems that 
are beyond the power of a single 
nation to solve, that would be to de- 
fault on the responsibilities of na- 
tional sovereignty. 

In these perspectives, a new and 
heavy burden rests upon the Chiefs 
of State and top political leaders of 
the major democratic industrialized 
nations—to organize and _ institu- 
tionalize a collective political man- 
agement of the international econ- 
omy. @ 
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Development Policy 
and the Interdependence 
of the Western Hemisphere 


by H. E. Alejandro Orfila 
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The Secretary General's article is based upon an address given in September 1976 before the Joint 
Council Quarterly Meeting of IMDI’s diplomatic, corporate, and government associates. Highlights 
of his remarks include: 


@ The United States and Latin America have already achieved a significant degree of interdepen- 
dence in security relationships. 

e The future of a hemispheric relationship hinges in large part on the outcome of the forthcoming 
special OAS Assembly. 

@ Private enterprise can and should play a major role in harnessing its productive resources to na- 
tional development plans. 

e Interdependence promises a rich variety of plans and options, offering a better future for all citi- 
zens in our hemisphere. 


SSSA SSS sss vSssisessvwsnenennnsae 


Interdependence is not and should 
not be only the concern of govern- 
ments. It concerns us all in the sense 
that our lives are increasingly inter- 
twined with others’. Dependence is 
no longer the one-way relationship 
which, until today, has given the 
word its derogatory connotation. 
Rather it is multidirectional. We all 
depend increasingly on each other. 
This makes even more urgent and 
pressing the need to restore, devel- 
op, and maintain the mutual under- 
standing that binds societies to- 
gether both at the domestic and 
international level. 


Toward Mutual Interdependence 


As far as this hemisphere is con- 
cerned, despite a checkered history 


in which ill-will, neglect of each 
others’ interests, and outright ag- 
gression have at times marred re- 
lationships, our people today live in 
a region that is the most peaceful 
on the globe. 

This indicates that in certain re- 
spects, Latin America and the United 
States have arrived at a commonal- 
ity of interests; they have built up a 
significant degree of effective inter- 
dependence in security relationships 
and linkages. 

However, as far as accepting the 
complete meaning of the concept of 
mutual interdependence, | believe 
our nations are at a turning point. 
Either they can move forward to an 
unprecedented sharing of resources, 
talents and strengths, or—if they 


fail to respond to the new agenda 
before the Americas—they could 
well find their growing record of 
cooperation turning increasingly into 
unproductive paths. 

The challenge before us is to sug- 
gest new forms and dimensions that 
inter-American relations might take, 
to the mutual advantage of all our 
countries. 


Integral Development— 
The Central Issue 


Today, integral development has 
become the central issue before the 
hemisphere. By the end of this cen- 
tury, Latin America will have 600 
million people—double its current 
population. How to feed, clothe, 
educate, employ, and build a more 
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human future for this incoming 
generation is the overriding question 
on the minds of countless Latin 
Americans. Thisi is where attention 
must be focused. 

Just a few years ago both Latin 
America and the United States 
seemed on the verge of sharing a 
general identity of interest in de- 
veloping an agreed upon response 
to this challenge. In the mid-1950’s, 
a number of responsible and au- 
thoritative Latin American voices 
proposed that our nations pool 
their efforts in an attempt to pro- 
mote hemispheric development 
through new international and finan- 
cial arrangements and_ through 
broad structural reforms of Latin 
America’s economic and social sys- 
tems. In consequence the hemi- 
sphere found itself with such vision- 
ary yet practical proposals as 
Operation Pan America and the 
countering U.S. response of the 
Alliance for Progress. 

Unfortunately, however, as the 
hemisphere began to feel the impact 
of these new cooperative efforts, it 
became increasingly clear that a 
shift in the forms of cooperation was 
not leading to better mutual under- 
standing between the two halves of 
the hemisphere. 


Diverging Priorities 

For Latin America, a focus on for- 
eign financial assistance or on in- 
ternal restructuring of economies 
and societies proved inadequate in 
responding to burgeoning develop- 
ment needs. Latin American socie- 
ties concluded that their develop- 
ment concerns were often at 
variance with those identified by the 
United States. 

Latin American nations found that 
their priorities were centering on 
such urgent needs as export devel- 
opment; gaining greater access to 
U.S. markets for both their primary 
and manufactured commodities; 
seeing that technological transfer 
took place so as to help develop 
their national scientific and tech- 
nological infrastructure; region- 
alizing the economic systems and 
markets within Latin America; re- 
ducing enormous debt burdens 
created by external financial assis- 
tance and finding alternative forms 
of development financing; and en- 
couraging both domestic and for- 
eign private investment, while for- 
mulating rules of conduct for the 


operation of multinationai corpora- 
tions in our societies. 

The United States, on the other 
hand, continued to focus its interest 
on the maintenance of a stable re- 
gion which would welcome invest- 
ment and provide a good market 
for U.S. goods. 

It was not that the United States 
and Latin America did not share 
many of the same concerns. The 
United States, in fact, recognized 
specific components of this new 
agenda which was emerging not 
only in Latin America but in other 
developing regions as well. 

This led to a feeling in Latin Amer- 
ica that the United States was re- 
luctant to confront the overall de- 
velopment challenge in its major 
dimensions. Inevitably, sharp con- 
frontations arose within the Inter- 
American Economic and _ Social 
Council and elsewhere between 
Latin America and the United States. 


New Hemispheric 
Development Agenda 


This U.S. hesitancy to deal with the 
new hemispheric agenda in other 
than piecemeal fashion has been 
changing in important ways. Since 
1974 Dr. Henry Kissinger provided 
critical leadership on development 
questions in the forums of both the 
United Nations and the OAS. In addi- 
tion, various committees of the U.S. 
Congress have worked and are 
working to re-examine the overall 
framework of U.S.-Latin American 
relations. 

It is important to recognize that as 
Latin American countries further de- 
fine their contemporary develop- 
ment agenda, they are increasingly 
establishing a greater sense of in- 
terdependence with one another. 

To identify and cope with their 
mutual problems, they have estab- 
lished such bodies as CECLA— 
the Latin American Special Coor- 
dinating Commission. This Com- 
mission helped create the Latin 
American Consensus of Vina del 
Mar, a document which consolidated 
hemispheric thinking about devel- 
opment. The Consensus of Vina 
del Mar focused on the need for 
Latin American countries “to reach 
solutions born out of their own cri- 
teria which reflect their national 
identity.” It insisted that “the eco- 
nomic and _ scientific-technological 
gap between the developing and the 


developed countries has widened 
and is continuing to do so.” 

With such perspectives Latin 
America has continued, both within 
and outside the OAS framework, to 
develop a series of coordinating 
commissions and bodies that seek to 
stake out policies and positions on 
which our countries can agree. Latin 
America believes that once it has 
determined its own needs and pri- 
orities, it will be in a much improved 
position to negotiate equitably with 
the United States. 


New Development Directions 


In that context the United States 
and Latin America are due to meet 
in a special OAS General Assembly 
oriented entirely to establishing new 
directions for cooperation on devel- 
opment. The decision to convene 
this conference may, in itself, mark a 
breakthrough in the hemispheric 
impasse over development. This 
meeting offers our nations an un- 
paralleled opportunity to move off 
in a new development direction—not 
at odds—but together. 

There are some preliminary indi- 
cations that this Special Assembly 
should, among other matters, focus 
on such problem areas as: 

e The expansion and diversification 
of trade, not only within the Ameri - 
cas, but between Latin America 
and the world economy. Latin 
America is the third largest market 
for U.S. products, behind Canada 
and Western Europe. But the fluc- 
tuations in income for its coun- 
tries—where 15 primary commo- 
dities make up half of its mer- 
chandise exports—create serious 
obstacles to hemispheric develop- 
ment. Latin America is also con- 
cerned because its own exports 
have generally been increasing at 
only about half the rate of those 
of the industrialized nations. 

Ways must be found to encour- 
age the industrialized countries, 
especially the United States, to of- 
fer better access for Latin Ameri- 
ca’s products, including both basic 
commodities and manufactured 
goods. Mechanisms must also be 
discovered for financing the im- 
port and export capabilities of the 
Latin American countries. 

e@ The role of multinational corpora - 
tions in Latin American develop - 
ment. There is considerable hemi- 
spheric interest in establishing a 
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“code of conduct” for multina- 
tional corporations. This will have 
to be balanced by recognition of 
the needs of industry, whether 
public or private enterprise, for a 
stable economic climate with good 
long-range prospects for appro- 
priate investment return. 

@ The transfer of technology. During 
the past decade this process has 
become one of priority import- 
ance to Latin American countries, 
with the OAS providing significant 
leadership and the United States 
indicating a willingness to address 
the question in a broad manner. 
It is vital for the development fu- 
ture of the hemisphere that the 
transfer of technology involve a 
cooperative relationship between 
industry, government and science 
so that new technologies intro- 
duced contribute not only to 
building up new markets but also 
to strengthening the scientific 
and technological infrastructures 
of the nations. 

e More comprehensive ways to pro - 
mote cooperation among the 
Latin American countries them - 
selves within the inter-American 
framework. 

e The flow of external financing. 
Some OAS countries are con- 
cerned about the enormous debt 
burdens confronting them. Others 
are fearful that the redirection of 
world financial resources in re- 
cent years has slowed down their 
infrastructure development in such 
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“The challenge before us is to suggest 
new forms and dimensions that inter-American 
relations might take, 
to the mutual advantage of all our countries.” 


a 


areas as power, transportation, 

and communication. These issues 

must be dealt with openly and 
frankly. 

The vital significance of the OAS 
Special Assembly must be brought 
home to the new U.S. Administra- 
tion and Congress. Latin America is 
convinced that much of the future of 
our hemispheric relationship hinges 
on its outcome. Were the United 
States to view this Assembly in the 
same light and with the same se- 
riousness, prospects for its suc- 
cess would be strengthened. 


The Promise of Latin America 


The “new” Latin America holds out 
far-reaching implications, not only 
for its relationships with the indus- 
trialized world, but also for the future 
role which private enterprise can 
and should play in harnessing pro- 
ductive resources to national de- 
velopment plans. 

It is hardly news that Latin America 
is currently considered one of the 
world’s most attractive investment 
and marketing regions. Domestic 
demand for goods and services is 
soaring. This should vastly increase 
as the region’s population of 300 
million and its combined gross na- 
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tional product of $225 billion con- 
tinue to grow over the next 25 years. 

if private enterprise, including the 
multinational corporations, can learn 
to accept and live creatively with the 
new hemispheric development agen- 
da, it can render enormous contri- 
butions to our societies. Working to- 
gether, governments and private 
enterprise can find ways to establish 
conditions which give business rea- 
sonable prospects for efficient op- 
erations. If they are to contribute 
effectively to long-range develop- 
ment, private companies must have 
prospects for a stable future. 

Interdependence must become 
the hallmark of the Americas. This 
term need not be a Sterile, empty 
word. It can promise a rich variety of 
plans and options. There are new 
interdependent currents and trends 
at work in our hemisphere. Whether 
we ride these new development 
waves toward a better future for all 
Americans—no matter where they 
live—or whether these waves will be 
allowed to crash over our relation- 
ships and create hemispheric dis- 
harmony is the critical choice ahead. 
| have a firm conviction, based on 
our history together so far, that we 
can and will make the right choice 
for the future of the Americas. 
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Interdependence and 


A View from the United Nations 


TNCs, central actors in the world movement toward interdependence, 
program designed by the U.N.’s Centre on Transna 
Executive Director, describes: 


by Klaus A. Sahigren 


@ The priority task to establish a code of conduct regarding TNCs; 


@ The computerized information system 


TNCs”; 


@ The need for research work analyzing the 


are the focus of a four-point 
tional Corporations. Mr. Sahigren, the Centre’s 


“to further the understanding of the various activities of the 


Policies and impact of TNCs in developing countries; 


@ The importance of an effective technical cooperation program aimed at strengthening the negoti- 
ating capability of the developing countries; and— 


e The need to “reduce significant! 


in the long-term interests of all.” 


Several trends have in recent 
years converged to bring the ques- 
tion of transnational corporations 
(TNCs) to the United Nations. In the 
search for ways and means of pro- 
moting international developoment— 
which is one of the U.N.’s important 
tasks—it was inevitable that the role 
of TNCs should be considered. Not 
only are they central actors in inter- 
national economic relations, but 
their importance has grown in recent 
years at about twice the growth 
rates of the inclustrialized countries, 
and faster than world trade in gen- 
eral. Managerial and marketing skills, 
advanced technology, new products, 
and access to capital tend to be 
associated with TNCs. They operate 
the bulk of the world’s foreign direct 
investments and thereby have capa- 
bilities which can be put to the serv- 
ice of development. 

These distinct capabilities of the 
TNCs, facilitated to a large extent by 
centralized decision making and a 
global network, are in principle rec- 
ognized by both developed and de- 
veloping countries. However, TNCs 
became sources of apprehension 
when it became apparent that their 
global strategies do not always take 
into account the national objectives 
of host countries. Furthermore, the 
possibility that affiliates of TNCs 
could escape national policies, con- 
trol essential resources, and conceal 
transfers of funds troubles many 


host countries. Incidents of political 
interference, however isolated, and 
recent revelations of corrupt prac- 
tices do not contribute to an attnos- 
phere of trust. Home countries, and 
the investors themselves, also be- 
came aware of the need to reconcile 
conflicts of interest and jurisdiction, 
while at the same time providing a 
Stable and reasonably encouraging 
investment environment. 

All this led to the involvement of 
the U.N. in the complex issues relat- 
ed to the TNCs. There was an addi- 
tional reason; namely, the interna- 
tional community has net yet suc- 
ceeded in drafting a frarnework for 
foreign direct investment. Similar 
rules, however, do exist for interna- 
tional trade and monetary relations 
(GATT, IMF), and they have, in spite 
of their inadequacies arid present 
state of flux, served the world com- 
munity well. There is clearly a need 
for some kind of ground rules for 
foreign direct investments. 

In the modern world no interna- 
tional economic issue can be treated 
in isolation from the notion of inter- 
dependence between industrialized 
and developing countries. Moreover, 
it is now widely accepted that a new 
concept of global equity and a high- 
er degree of economic stability are 
prerequisites for world peace and a 
secure investment environment. The 
problem is, essentially, to move from 
confrontation over short-term con- 


y the areas of contention and work out durable solutions which are 


flicting interests to cooperation in 
the pursuit of common long-term 
goals. 


Attitudes of Developing Countries 


It is weil known, though at times 
forgotten, that the developing coun- 
tries have 70 percent of the world’s 
population but consume only 30 
percent of its resources. Moreover, 
the gap between the rich and the 
poor countries continues to widen, 
despite the progress of technology. 
The growing dissatisfaction of the 
Third World with the gross inequities 
associated with the present interna- 
tional economic system is therefore 
comprehensible. 

There is, of course, a fundamental 
divergence of opinion to the possible 
solutions. In the industrialized mar- 
ket economy countries, the prevail- 
ing view is that steady growth and 
high employment in the developed 
countries are essential conditions for 
the economic progress of the poor 
countries. According to this view, the 
market economy forces, kept in 
check by an enlightened public opin- 
ion and democratic procedures, and 
operating through improved chan- 
nels of aid, trade, and investment, 
are able to produce the greatest 
possible good for the greatest pos- 
sible number. 

On the other side, however, an in- 
creasing number of developing 
countries, having lagged behind even 
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Transnational Corporations 


in those years when the Western 
economies were growing rapidly, 
have lost faith in the present eco- 
nomic system. Not only do they de- 
mand a more equitable distribution 
of resources, but also they call for 
an overhaul of some basic mecha- 
nisms. They feel that this would also 
be in the best economic and security 
interests of the industrialized coun- 
tries. The United Nations debate on, 
and quest for, a New International 
Economic Order can be seen as an 
effort by the developing countries to 
alert world opinion to the existing 
inequities and to the need to change 
the rules of the game. The General 
Assembly, the meetings of the United 
Nations Economic and Social Coun- 
cil (ECOSOC), and the conferences 
of the United Nations Conference on 
Trade and Development (UNCTAD), 
provide the fora for this legitimate 
and necessary process. It could be 
called the strategic or long-run ap- 
proach. These long-term. strategic 
discussions in the United Nations 
are, despite controversies of both a 
substantive and rhetorical nature, 
producing results over time. 


Results at the U.N. 


The work on transnational corpor- 
ations, because of the TNCs’ impor- 
tant role in the world’s economy and 
development, cannot take place in a 
vacuum. The description of their role 
as well as efforts to set ground rules 


for them or to equalize somewhat 
the bargaining positions must, as a 
matter of course, take into account 
and be affected by the evolution of 
the world economic system as a 
whole. In other words: there is both 
need and room for a modus vivendi 
whereby the TNCs’ positive contribu- 
tions can be enhanced and their un- 
desirable effects limited or elim- 
inated. 

It is this pragmatic negotiating ap- 
proach which prevails in the inter- 
governmental United Nations body 
dealing with these issues, the Com- 
mission on Transnational Corpora- 
tions. To date, all its decisions have 
been taken by consensus, without a 
vote, although at times after consid- 
erable negotiation and bargaining. 
The Centre on Transnational Cor- 
porations, which is the Commission’s 
secretariat and executive arm, cer- 
tainly intends to go about its tasks in 
a strict spirit of neutrality, integrity, 
and objectivity. The work program of 
the Commission and the Centre on 
Transnational Corporations consists 
of four main, mutually supporting 
parts. As a priority task, a code of 
conduct for TNCs is being prepared. 
Second, a comprehensive informa- 
tion system on TNCs is being estab- 
lished. Third, a number of problem- 
oriented studies have been initiated. 
And fourth, there is an important 
technical cooperation program 
aimed at strengthening the negotiat- 
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ing capability of the developing 
countries. All this is being done in 
cooperation and coordination with 
other parts of the United Nations 
system. The uniqueness of the Com- 
mission and the Centre lies in the 
fact that they have been charged 
with dealing with the full range of 
questions related to TNCs in a glob- 
al, comprehensive way. 


Code of Conduct for TNCs 


Regarding the code, so far gov- 
ernments have agreed upon two 
points. First, they have declared that 
whatever its legal nature, it should 
be effective. Second, the machinery 
and timetable for its negotiation 
have been established. The machin- 
ery consists of an intergovernmental 
working group which will be assisted 
by a group of some 15 persons with 
practical experience in business, 
trade unions, consumer groups, and 
academic circles. The work began in 
January 1977 and should be com- 
pleted in the spring of 1978. Many 
central and presumably difficult is- 
sues regarding the code will have to 
be negotiated. 

Should the main objective be to 
establish a set of rules related to 
TNCs, or should the focus also be on 
the creation of an investment cli- 
mate? 

Who should be the targets—enter- 
prises or governments, or both? 
What enterprises should be covered 
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—privately-owned TNCs or also 
mixed public-private and state- 
owned corporations? Should the 
code be universal—the same for all 
—or should certain groups of coun- 
tries, such as the least developed 
among the developing countries, be 
treated differently? 

Should it be a legally binding in- 
strument or a set of voluntary guide- 
lines or a combination of the two? 

Is a mechanism of surveillance de- 
sirable, and what powers or sanc- 
tions might be used? 

The question of the degree of 
specificity of the provisions of the 
code, and the possibility of differenti- 
ated treatment of sectors of eco- 
nomic activity, are the other major 
issues that still await resolution. 

Substantive areas that are candi- 
dates for coverage by a code include 
such rather general matters as the 
relation of TNCs to local laws and 
socioeconomic objectives; absten- 
tion from corrupt practices; and dis- 
closure of information. Candidate 
areas of a more political nature are 
interference in the domestic deci- 
sion making in host countries as well 
as reliance on home countries in 
cases of disputes with host govern- 
ments. Finally, there is a very sub- 
stantive list of economic and com- 
mercial matters, such as transfer 
pricing, taxation, restrictive business 
practices, transfer of technology, 
and employment questions. How- 
ever, any viable solution will have to 
strike a balance between a code 
which is so general as to become 
meaningless and a code which is so 
specific as to become unacceptable 
to too many and thereby equally 
meaningless. 


Information System on TNCs 


With regard to the second main 
area of work, information, there is 
clearly a need to know more about 
the transnational corporations both 
individually and generally. The com- 
prehensive, computerized informa- 
tion system which the Centre on 
Transnational Corporations is pres- 
ently establishing is designed to fur- 
ther the understanding of the various 
activities of the TNCs, to secure ef- 
fective international arrangements 
for their operations, and to strength- 
en the negotiating capacity of devel- 
oping countries. A first step is a 
comprehensive survey of relevant in- 
formation from all publicly available 
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sources as well as an assessment of 
the feasibility of obtaining informa- 
tion, not publicly available, in view 
of the constraints imposed by legiti- 
mate business confidentiality. 

In this connection one particular 
activity organized by the Centre is the 
elaboration of international stand- 
ards for both financial and non- 
financial accounting and_ report- 
ing by TNCs. A high-level group of 
experts is formulating a list of mini- 
mum items and their definitions 
which could be included in corpora- 
tion reports. A tentative list of items 
is currently being given a dry run by 
some corporations on a confidential 
and experimental basis. 


Problem-Oriented Studies 


The research work carried out by 
the Centre is influenced by the ob- 
servation that in many areas the ex- 
isting knowledge is too fragmentary 
or simply insufficient to allow an ob- 
jective and helpful analysis of mat- 
ters related to TNCs. This particular- 
ly concerns the policies and impacts 
of TNCs in developing countries. 
Therefore, a whole range of studies 
has been initiated on the economic, 
legal, social, and political impacts 
of TNCs both on specific sectors, 
such as banking and pharmaceuti- 
cals, and on more general problems 
such as balances of payments of de- 
veloping countries. 

Another type of study examines 
the activities of TNCs is southern 
Africa (South Africa, Namibia, and 
southern Rhodesia). A major study, 
to be ready in 1979, deals with the 
TNCs in world developrnent, as a 
sequel to the important paper pub- 
lished by the U.N. in 1973. The 
Centre is also publishing a periodic 
journal of its own, called The CTC 
Reporter, which includes news abgé 
the research and other ongg 
work. 


Technical Cooperation Program 


Importance is also attached to an 
effective technical cooperation pro- 
gram aimed at strengthening the ne- 
gotiating capability of the developing 
countries. One main activity consists 
in providing advisory services to re- 
questing governments. 

Another approach in this field con- 
sists in making available to request- 
ing governments rosters of qualified 
international experts whom they may 
wish to hire on their own. 

Furthermore, the Centre organizes 
training workshops and seminars to 
train officials or managers from de- 
veloping countries. Finally, it re- 
sponds to inquiries from govern- 
ments for specific information relat- 
ed to TNCs, such as concrete exper- 
iences of other governments and 
information on particular TNCs. The 
whole technical assistance program 
rests on the conviction that effective 
and informed negotiators on both 
sides of the table can reduce signif- 
icantly the areas of contention and 
work out durable solutions which are 
in the long-term interests of all. M@ 
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INTERDEPENDENCE 
AND NEW RESPONSIBILITIES 


by Emile van Lennep 


Urging OECD nations and international corporations to work to make economic interdependence 
a positive force, OECD Secretary General van Lennep stresses that: 


@ The main challenge today is to develop the necessary means for managing interdependence. 
e Governments of the industrialized nations must work for a harmonious and orderly evolution of the 


world economy. 


e@ Cooperative efforts have already occurred in the areas of trade, investment, energy, policies of ex- 
pansion, monetary policy, food, agriculture, and raw materials. 
e The need is for promoting “an agreed framework and new rules to maximize the advantages of 
international corporate activity and to minimize abuse.” 


per ERP TIT Se I ET ET TE LE 


Recent economic history is partly 
the story of balancing vulnerability 
with interdependence. The acceler- 
ated pace of international economic 
relations increases the dangers of 
this balancing act. 

Relationships among factors of 
production, interest groups, nations, 
and even regions have taken on new 
aspects. Different links and ties are 
being forged within the dynamics of 
the world economy. International 
transmission mechanisms function 
more effectively than ever. But with 
this progress, distortions and dis- 
turbances are magnified, and their 
ill effects are spread through an 
osmosis-like process in a much 
wider manner than before. The in- 
crease of total global wealth ob- 
tained through a generally liberal 
trade and payments system coin- 
cides with conditions of instability, 
and the world is said to feel “the 
far-reaching effects” of “growing 
economic interdependence.” 

It becomes obvious that new 
shock absorbers are needed along- 
side these new dynamics. Firm policy 
action, cooperation, and even con- 
centration are required if interde- 
pendence is to mean global pro- 
gress—and not increased reciprocal 
vulnerability. 


Responsibilities of the 
Industrialized World 


The major challenge today is to 
develop the necessary means for 
managing interdependence. The 
objective of the 24-nation Organiza- 


tion for Economic Cooperation and 
Development (OECD) is to bring 
about a harmonious and orderly 
evolution of the world economy 
both among members and with 
others. To this end, they must take 
action to prevent the dislocation and 
disruption which can only lead to the 
collapse of world economic security 
and retard the more equitable dis- 
tribution of wealth. 

The path 'to be followed is not an 
easy one. It will involve contingency 
planning, both medium- and long- 
term. It will require day-to-day as 
well as more far-reaching decision- 
making and taking. While closer 
cooperation among themselves by 
OECD governments in managing 
their internal economic relations is 
important, these countries cannot 
lose sight of the wider perspective 
of global interrelationships, both 
with the developing countries and 
the centrally planned economies. 
The overriding point is that these 
links and ties will be ever more 
closely intermeshed. Each group will 
have to assume its share of the bur- 
den and bear its responsibilities, and 
OECD countries—being the most 
prosperous—will of necessity have 
to carry their share. 

The instruments are objective ex- 
pert analyses, exchanges of views, 
consultations, and, where possible, 
joint political commitments—bind- 
ing, pragmatic, but also flexible 
enough to meet the needs of rapidly 
changing circumstances. The nature 
and origin of these commitments 
vary; they can be based on: 


e A joint, deep-rooted faith in the 
virtues of open market-oriented 
economic systems, overseen and 
at times supplemented by demo- 
cratic governments “intervening” 
to prevent the abuse of economic 
power and to reconcile the effi- 
cacy of market mechanisms with 
principles of equity and social 
justice. 

e The conviction that the results 
achieved through _ international 
specialization and the free inter- 
national flow of goods and capital 
are important factors contributing 
to the growth of member coun- 
tries’ economies and advancing 
the living standards of their peo- 
ples. 

e The recognition that member 
countries have special responsi- 
bilities to assist developing coun- 
tries in achieving satisfactory 
development levels and meeting 
essential human needs. 


Action-Oriented Strategy 


The action of OECD governments 
to date has sought to reduce vulner- 
ability and to make increased inter- 
dependence a beneficial force in a 
generally market-oriented world 
economy with greater opportunities 
for the economic development and 
growth of rich and poor alike. They 
have endeavored through the mech- 
anism of international trade and 
investments to increase the scope 
for entrepreneurial initiative in order 
to achieve an increasingly effective 
development of the world’s unused 
intellectual and material potential. 
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OECD's Economic Policy Committee, and participation on the Development 


Assistance Committee of the OECD. 


They have thus jointly devised an 

action-oriented global strategy for 

non-inflationary growth and_ eco- 
nomic development. The main ele- 
ments of their strategy are: 

e To ensure free trade and invest- 
ment. 

e To improve the trade and invest- 
ment climate. 

e To achieve sustained expansion 
in the industrialized countries. 

e@ To promote better payments equi- 
librium and = greater monetary 
stability. 

e To enhance world economic se- 
curity with regard to supplies of 
food, energy, and raw materials. 

e To provide conditions of coopera- 
tion that will help developing 
countries share increasingly in 
the benefits of economic progress. 
Here are some examples of this 

strategy: 

The Trade Pledge. \|n the critical 
period following the autumn of 1973, 
when OECD member countries were 
beginning to feel the pinch of in- 
creasingly cumbersome balance of 
payments difficulties, consensus was 
reached among member govern- 
ments to abstain from resorting to 
restrictive trade measures to alle- 
viate these problems in the form of a 
Trade Pledge. 

At a time when the appeal of pro- 
tectionist “beggar thy neighbor” 
policies was perhaps the greatest 
since the world economic crisis of 
the 1930’s, the Trade Pledge was 
indeed no mean achievement in 
avoiding distortions in trade rela- 
tions. Its far-reaching impact can be 
observed in the maintenance of the 
buoyancy of world trade in such a 
critical period. That the Trade Pledge 
is still in force today after the world 
economy has undergone the worst 
recession in the post-war period, and 
that the open trading system has 
weathered the crises by and large 
unscathed, underlines the wisdom of 
this joint effort. 

International Energy Agency. 
Another such development is the 
evolution, in the aftermath of the 
1973 energy crisis, of the Interna- 
tional Energy Agency (IEA) within 


the framework of the OECD. The task 
of the IEA is to find the right sort of 
response to the existing and pro- 
spective problems of energy de- 
mand and supply, both for member 
countries and the world at large. 
While present consumption patterns 
still augur serious shortages of fu- 
ture international energy supplies, 
the policies devised within the IEA, 
based on a more realistic assess- 
ment of the prevailing circumstances, 
should result in the improvement of 
long-term prospects for managing 
both depletable and durable world 
energy resources to the benefit of 
both consumers and producers. 

Medium-Term Economic Policy 
Outline. The OECD countries have 
also undertaken intensive consulta- 
tions to improve the prospects for 
non-inflationary economic growth. 
They have reached agreement on a 
policy outline aimed at eradicating 
inflation, achieving sustained ex- 
pansion at moderate levels, and 
restoring satisfactory employment 
levels in the OECD area. It was in- 
teresting to see that with a variety 
of political complexions and dif- 
ferent immediate policy preoccupa- 
tions, the OECD governments could 
agree on such a policy outline re- 
gardless of its sometimes unpopular 
implications for short-term domestic 
policies. 

Financial Support Fund. Another 
main element in the overall joint 
strategy of OECD governments is 
their effort to reduce serious pay- 
ments disequilibria among member 
countries. It is indispensable for 
governments of member countries 
with weaker economies to pursue 
determined monetary and _ other 
policies aimed at reducing levels of 
inflation and = stabilizing their ex- 
change rates. These stabilization 
policies, if successful, will not only 
serve the countries concerned but 
also the international community; 
while inability to control continuing 
monetary disturbances would, no 
doubt, undermine both the recov- 
ery of demand and any progress 
made against inflation. 

Accordingly, in the wake of the oil 


crisis, a Financial Support Fund was 
negotiated in the OECD to provide a 
$25 billion last-resort borrowing 
facility as a “safety net” for mem- 
bers to use to overcome transitional 
difficulties. 

As balance of payments problems 
have reached—and for some time 
will continue to have—unprecedent- 
ed dimensions, they have become 
particularly pressing for a _ large 
number of member countries. An 
early completion of still-pending 
formalities by other members, such 
as the United States, would therefore 
be a welcome development that 
would remove the remaining pro- 
cedural difficulties and enable the 
setting up of the Fund as a key in- 
strument increasing the credibility 
of the cooperative OECD efforts 
in this field. 

Food, Agriculture and Raw Ma- 
terials. A better balance of food 
supply and demand in world markets 
is a constant problem, not only 
within OECD but also in various 
other international forums, inctud- 
ing the World Food Council and the 
U.N. Food and Agriculture Organi- 
zation (FAO). OECD member gov- 
ernments’ announced pledges for 
the establishment of the Interna- 
tional Fund for Agricultural Devel- 
opment give evidence of their deter- 
mination to foster the expansion of 
agricultural production in develop- 
ing countries. They are well aware 
of the dangers inherent in the low 
level of world grain reserves, the 
acute problems caused by serious 
drought conditions in large regions, 
and the dependence of the develop- 
ing countries on primary commodity 
exports for their economic progress. 

Fundamental changes have oc- 
curred in the economic and political 
situation which have made it obvious 
that a smooth flow of commodity 
supplies to all consuming countries, 
developing and_ industrialized, is 
important to a better management 
of the world economy. 


Management of Interdependence 
and the International Corporation 


The international corporation finds 
itself in the center of the efficient 
management of world economic in- 
terdependence. Better utilization of 
productive resources, improvement 
of efficiency, and the dissemina- 
tion of technology are among the 
positive aspects of the activities of 
multinational enterprises. They cre- 
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ate new jobs, increase the occupa- 
tional skills of the local labor force, 
and improve industrial structures. 
However, these international ac- 
tivities also involve new consumption 
patterns, new import needs, different 
resource exploitation and depletion 
approaches, intricate industrial rela- 
tions and employment attitudes. 

As with every facet of interdepen- 
dence, increased importance in in- 
ternational corporate activity brings 
forward new issues in economic 
power relationships and increases 
the complexities of the economic 
phenomenon. Therefore, the need 
is to provide an agreed framework 
and new rules to maximize the ad- 
vantages of international corporate 
activity and to minimize the abuse 
that may result from the freedom of 
choice presenting itself to corpora- 
tions active under often divergent 
jurisdictions, or within a vacuum 
where no jurisdiction exists. 

OECD governments have been 
conscious of these problems and 
have provided terms of reference for 
corporate behavior as a first step in 
this field. They set out their under- 
standing of governmental responsi- 
bilities towards international invest- 
ment and corporations in a Declara- 
tion of 21st of June 1976 and, at the 
same time, established voluntary 
guidelines for corporate activity in 
the form of standards for proper 
business practices. The initial reac- 
tion of the business world to the 
enunciation of this joint philosophy 
and common approach has already 
given evidence that transnational 
corporations are aware of these new 
facets of their responsibility. 


Development Cooperation 


At this point special mention has 
to be made of a most important re- 
lationship in terms of the balance 
between increased interdependence 
and vulnerability: development co - 
operation. 

Developing countries have partici- 
pated in the intensified economic, 
financial, and trading relationships 
that have characterized the world 
economy during the past decade. 
Many have been able to seize the 
Opportunities offered to increase 
their exports, to tap financial mar- 
kets, and to gain access to invest- 
ment, technology, and expertise. 

One of the essential elements of 
improved North-South relations will 
be to provide conditions conducive 


to increased economic activity be- 
tween industrialized and developing 
countries in the framework of a well- 
managed open and dynamic world 
economy. 

In practical terms, this will depend 
to a considerable extent on the abili- 
ty of the industrialized countries to 
accept a rapidly increasing flow of 
imports of manufactured products 
from the developing countries. This 
process has already begun and has 
helped a growing number of middle- 
income developing countries suc- 
cessfully across the take-off point, 
launching them on'the path to rapid 
industrial and economic develop- 
ment. Indeed, it is evident that the 
necessary supply potential exists 
in many developing countries for 
substantial and continuing increases 
in their exports to the industrialized 
countries, particularly if the latter 
fully live up to the principles of free 
trade which they defend and do not 
succumb to protectionist pressures 
from certain sectors of their econ- 
omies. 

International economic coopera- 
tion with developing countries must 
be viewed increasingly in the per- 
spective of world economic inter- 
dependence and joint responsibili- 
ties. 

Since a large and growing part 
of the substantial increases in finan- 
cial and technological resource 
transfers required must come from 
private sources, appropriate condi- 
tions must be created, by both the 
industrial and the developing coun- 
tries, to provide economic incentives 
and ensure effective operating con- 
ditions for private investment, as 
well as an equitable distribution of 
the benefits. Policies of industrial 
countries which facilitate access to 
their markets and structural adapta- 
tions in patterns of production and 
employment in favor of developing 
countries must be matched by trade 
policies on the part of the latter 
based on mutually agreed rules. 


Special Attention to 
Developing Countries 


Developing countries wil! benefit 
from improved management of the 
world economy. However, since the 
market system does not by itself 
Produce a socially acceptable dis- 
tribution of wealth and income 
(either domestically or international- 
ly), there is an essential need for 
positive action to cope with the 


special problems of the developing 
countries. The objectives must be 
to promote balanced economic 
growth for the developing coun- 
tries, to help provide for the basic 
needs of their people, to enhance 
their economic security, and to 
strengthen their real economic capa- 
city to participate as genuinely equal 
partners in an open world economy. 
This implies special measures for 
compensating handicaps and rein- 
forcing their economic potential. 

More positive and direct ap- 
proaches to development coopera- 
tion must realistically take into 
account the diversities in economic 
and social conditions and develop- 
ment prospects among developing 
countries—diversities which are 
widening. 

Deliberate policy action is re- 
quired—specifically designed to help 
developing countries to ensure that 
all sectors of their population par- 
ticipate in the process of economic 
growth and its benefits. In particu- 
lar, conscious policies are required 
which increase the productivity and 
welfare of the poorest. This funda- 
mental aim should be a guiding prin- 
ciple in all areas of development 
cooperation policies. 

Public support for development 
assistance rests substantially on its 
unique role in reaching the least 
privileged people of the world. A 
longer-term programming approach 
by the international! community is 
essential for countries in the hard- 
core poverty regions. For the least- 
developed countries, crossing the 
threshold of effective development 
requires that they adopt policies 
and reforms which will mesh with 
firmer indications of what aid donors 
are prepared to do in support of 
such key objectives as food self- 
sufficiency, adequate regional trans- 
portation systems, and education 
and health facilities which assure 
increased productivity. 

The essence of interdependence 
and better management of the world 
economic system can be succinctly 
defined as a two-pronged challenge: 
On the one hand, to better co- 
operate and to coordinate the re- 
sponse and action among OECD 
countries; and, on the other, to 
establish a modus vivendi with de- 
veloping countries which will permit 
continued growth of the world econ- 
omy while at the same time providing 
for greater equity and justice. 
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CONDUCT, CODES AND GUIDELINES 


Opportunities for Mutual Action by 
Government and Business Leaders in 1977 


Mr. Morgan emphasizes the urgent necessity for 
with high ethical standards. Mr. Morgan notes that one way to d 


he affirms that: 


by Lee L. Morgan 


multinational corporations to articulate and comply 
0 this is through adherence to codes; 


e Codes for corporate conduct are inevitable and, in a context of current events, are a justifiable pub- 
lic expectation and demand. 

e The OECD “Guidelines for Multinational Enterprises” are the most significant code-drafting en- 
deavor to date. : 

e Individual companies and business associations should give positive support to these Guidelines, 
“square” their operations against them, and report compliance. 

e The OECD Guidelines are fair, requiring responsible and constructive conduct not only of business 
but also of governments. 


The quality of corporate citizenship 
affects, and will increasingly affect, 
the way major world business issues 
are resolved. Therefore, whether we 
in the business community like it or 
not, corporate conduct ranks high 
on the list of issues that we must 
increasingly come to grips with in 
1977. 

It follows (again, whether we like 
it or not) that the drafting of codes 
and other guidelines for business 
conduct will also be of high priority. 

Of course, this whole question of 
conduct and codes might not have 


come upon us so rapidly in the last 
few years if it had not been for the 
undeniable fact of business mis- 
deeds. For example, over 200 com- 
panies have now admitted making 
bribes or other questionable pay- 
ments abroad. The number of these 
incidents isn’t large enough to be 
called “typical.” But it isn’t small 
enough to be called “rare.” 

So it can fairly be said that a part 
of the reason for making a tighter 
harness is that the horse has some- 
times not behaved as well as he 
might have. 


But there is also another, more in- 
evitable reason why code-drafting is 
so much in fashion: international 
business has become a larger factor 
in a smaller world—an increasingly 
interdependent world, at once en- 
larged in terms of people and acti- 
vity but reduced in terms of commu- 
nication and travel time. 

Free private enterprise has never 
meant license to operate without 
limitations set by citizens, through 
their governments, any more than 
owning a car gives us license to run 
it as fast as we please. 
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If you drive your car in open coun- 
try, you are subject to far fewer 
traffic restraints than in the middle of 
a crowded city, where you are prey 
to stoplights, no-parking signs, one- 
way streets, pollution ordinances, 
and maybe a traffic cop on every 
corner. 

As this planet heads toward six 
billion population at the end of this 
century; as we reckon distances in 
mach Il speeds; as the actions of 
countries become more _ interde- 
pendent; and, finally, as MNCs con- 
tinue their successful attempts to 
design, manufacture, and sell prod- 
ucts and services on a global basis, 
there are going to be more “traffic 
cops” on the business road. 


Codes of Conduct 


Morality is the nucleus of effective 
management. Ethical considerations 
should sit at the table of every busi- 
ness decision. And business opera- 
tions ought to be at an ethical level 
well above the floor set by the law. 

But the trend toward greater busi- 
ness regulation (of which codes and 
guidelines are a part) is a force that 
predated revelations of international 
business scandals. This trend would 
have occurred without them. 

Thus, we need codes that speak 
not only to ethics, but also to infor- 
mation disclosure, competition, tech- 
nology transfer, employment prac- 
tices, and other factors especially 
those involving relationships and ob- 
ligations to host communities and 
countries. 

One manifestation of the rising in- 
terest in international business is the 
study of the multinational corpora- 
tion. About 100 significant studies 
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are under way, mainly by govern- 
ments, associations, and academic 
groups. But today, the most perva- 
sive and contemporary evidence of 
public and governmental concern is 
the rise in code-drafting activities. 

The U.N. Centre on Transnation- 
al Corporations, under the direc- 
torship of Kiaus Sahigren, has set 
a code of conduct as its first priority. 
And the United Nations Conference 
on Trade and Development (UNC- 
TAD) is considering a code of con- 
duct for technology transfer. 

A joint committee representing the 
European Parliament and the U.S. 
Congress has begun work on a code 
of conduct for MNCs. An advisory 
group of the International Labor Or- 
ganization has urged it to draw up a 
code of principles regarding MNC 
activities. 


OECD Guidelines Significant 


But of greatest signiticance to 
MNCs, to date, is the “Guidelines for 
Multinational Enterprises,” an annex 
to the “Declaration on International 
investment and Multinational Enter- 
prises” of the Organization for Eco- 
nomic Cooperation and Develop- 
ment (OECD). Headquartered in 
Paris, the 24-member OECD is one 
of the most respected international 
organizations. 

The OECD Guidelines are historic 
because they represent the first at- 
tempt by an international govern- 
mental body to write an international 
code of behavior for business. They 
are the result of some 18 months of 
dialogue and drafting, in which not 
only government but also labor and 
business played a creative role. 

As chairman of a U.S. Business 


and Industry Advisory Committee on 
the subject, | can confirm that busi- 
ness was invited to take part, and it 
did. It is to the everlasting credit of 
the OECD and of the U.S. State De- 
partment that opinions of business 
firms were sought, considered, and 
in a good many cases incorporated 
into the final document. 

The result is not perfection. 

But among many good things, the 
Guidelines do recognize beneficial 
activities and impacts of MNCs. They 
do apply to nationally owned as well 
as privately owned enterprises. They 
do create a voluntary set of princi- 
ples upon which to build sound in- 
ternational economic relations, rath- 
er than being a stifling set of legal 
do’s and don'ts. 

But their voluntary quality doesn't 
mean they lack force. The fact that 
they were agreed to by 23 of the 24 
OECD countries is indicative of their 
momentum. And it is noteworthy that 
when the Japanese Government re- 
cently announced its intention to 
scrutinize several hundred of its 
MNCs, it selected the OECD Guide- 
lines as the template for that inquiry. 

In the United States, the Secre- 
taries of State, Treasury, and Com- 
merce have sent letters to chief 
executives of 800 U.S. MNCs, en- 
dorsing the Guidelines and recom- 
mending corporate observance of 
them. 


OECD Guidelines and Caterpillar 


Speaking for Caterpillar: We are 
now in the process of “squaring” our 
operations against the Guidelines. 
We want to determine how each pro- 
vision could affect Caterpillar and 
whether our operating procedures 
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and practices should be changed as 
a result. 

For example, we have recently 
completed exploring recommenda- 
tions that MNCs more effectively 
disclose information about their in- 
ternational operations. We do agree 
that companies like ours should find 
reasonable ways to help the public 
better understand their operations. 
Disclosure is a form of regulation, 
granted, but it is the best form. This 
does not mean that companies 
should give away information of 
competitive value. But it does sug- 
gest we should take a fresh look at 
whether today’s changed business 
climate calls for even more report- 
ing. 

In further pursuit of the Guide- 
lines, we are reviewing portions re- 
lating to science and technology. 
This is an area where there is great 
misunderstanding. Developing coun- 
tries rightly perceive that technology 
is a major means by which they can 
be brought into position to help 
themselves—which is the real key to 
development. But there is disagree- 
ment as to what technology is and 
how it is transferred. 

Technology is often viewed by de- 
veloping countries as only blueprints 
or processing formulas, which they 
assert are transferred at too great a 
price, particularly since sometimes 
they contain technology held to be 
“obsolete,” or technology deemed 
“too advanced” to be compatible 
with host country needs. 

But technology ought to be viewed 
through a much wider lens. It is es- 
sentially knowledge or know-how. In 
our business, for example, it in- 
cludes what we know about market- 
ing and product support, just as 


much as it includes what we know 
about product design ancl manufac- 
turing. 


Support for OECD 
Guidelines Essential 


The OECD Guidelines are targeted 
for review by member countries in 
1979. At that time, after a three-year 
trial period, the question is certain to 
be asked: How effective have the 
Guidelines been? 

it is important that individual com- 
panies and business associations 
give positive support to the Guide- 
lines, bringing their operations within 
that framework and reporting com- 
pliance to the extent it is practical. 

it seems axiomatic that the more 
the world business community vol- 
untarily does in this respect, the less 
likely it is to be subjected to stifling, 
misdirected, mandatory regulation. 

Finally, the OECD Guiclelines have 
the virtue of fairness in that they 
speak not only to the responsibilities 
and actions of business firms, but 
also to the responsibilities and ac- 
tions of governments. For example, 
they ask governments not to seek 
payoffs and_ illegal contributions, 
just as they ask companies to shun 
such practices. And they request 
governments to treat MNCs no less 
favorably than they treat their own 
local enterprises. 

This is a matter of very great mo- 
ment. Any worthwhile relationship re- 
quires mutuality of commitment. 
That is true of marriage, of company- 
dealer relationships, and of the re- 
lationship between a company anda 
country. 


Caterpillar’s Code 
At Caterpillar, we seek friendly, 


“Morality is the nucleus of effective management. 


Ethical considerations 
should sit at the table 


of every business decision.” 


34 Approved For Relea 


cooperative relationships with gov- 
ernments. We are willing to make 
some substantial commitments in 
terms of capital and of operating 
principles. These principles are 
spelled out in the Caterpillar Code of 
Worldwide Business Conduct, pub- 
lished more than two years ago (Oc- 
tober 1974). 

In this Code, in pursuit of this fac- 
tor of mutuality, we also ask some 
things from host governments: pro- 
vision of a climate conducive to busi- 
ness growth and success; avoidance 
of discrimination against us as “for- 
eigners’; and fair treatment of the 
rights and properties of others. 

We at Caterpillar are enough con- 
vinced of the inevitability of the code 
and guidelines process, and enough 
satisfied with the impact of our own 
Code on our own organization, that 
we plan to expand, update, and re- 
issue it in 1977. 


Optimism and a New 
Economic Order 


| tend to be optimistic about the 
long-range future of MNCs. While 
the people of this earth are divided in 
many ways, they are united in their 
desire for a higher standard of living 
in a climate of peace and freedom. 
And we have a great deal to contri- 
bute toward that goal. These days, 
much of the language of govern- 
ment, especially in the developing 
countries, speaks yearningly of a 
“new international economic order.” 
1 don't find those words unattractive. 
| believe we in business can share in 
the hope that things can be better 
and in a vision of what they can be. 
In short, | believe our companies can 
contribute mightily to that new or- 
der. @ 
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he Transnational Corporation: 


i 


Between Ideology 
and Interdependence 


i 


Interdependence presumes a serious effort by the inter 
work beyond philosophical differences and to build 


by William F. May 


economy can function.” In Mr. May’s view: 


e A new corporate presence can bring fres' 


tivity, expression, and experience. 


® Corporations are pragmatic, adjusting their sty 
e Business is needed—now more than ever before—as a means oO 

capital, improving technology, 
e The very survival of billions of 


resources.” 


national corporation and sovereign nations to 
“a groundwork on which an interdependent 


h opportunities for diversity, opening new realms of crea- 


le and structure to local conditions across the globe. 
f creating employment, organizing 
and encouraging human inventiveness. 


people depends upon making “the most effective use of our available 


ee 


Ours is an age of sweeping pro- 
nouncements. Not so long ago, we 
were warned that an America ripe 
for “greening” was held fast by 
“future shock.” More recently ob- 
servers informed us that we were on 
the automated threshold of a “post- 
industrial” future. So it is hardly sur- 
prising that corporations engaging 
in overseas activities have become a 
focus for philosophical analysis. 

According to Daniel Patrick Moyni- 
han, the multinational or transna- 
tional may well be “the most creative 
international institution of the twenti- 
eth century.” That is a very flattering 
description, and from a quintessen- 
tial public man. Robert Heilbroner, 
writing from another side of the 
spectrum, wonders whether such 
corporations will become the “re- 
placement for the nation-state as the 
chief organizing structure of the fu- 
ture.” As the sun sets on Sweden 
and Spain and Senegal, will we dis- 
cover the international corporation 
rising in their stead? 

My own inclinations are more 
modest. For one thing, | tend to steer 
clear of theoretical formulations for 
events still in their early stages of 


development. More importantly, a 
consistent theory can ignore facts 
that would not fit into its system. 

Actually, | am not even sure that 
my own company should accept 
either the “transnational” or ‘“multi- 
national’ label. We are probably 
more “trans” than “multi,” but es- 
sentially we are firmly based in this 
country, with our stockholders, di- 
rectors, executives, and employees 
composed mainly of U.S. citizens. Of 
course we have overseas operations, 
as do many other American-based 
corporations. However, “American” 
still seems appropriate for our name, 
allowing for certain overtones of 
chauvinism. (Indeed, so far as | know 
no one has proposed changing our 
name to “Transnational Can.”) 

As will become apparent, | have 
reached some tentative conclusions 
on the general theme of interde- 
pendence. Even so, these thoughts 
should be taken as the products of 
our international experience, not ar- 
ticles of economic dogma. More- 
over, | have chosen to examine some 
selected aspects of the international 
corporate scene which have tended 
to be overlooked in general treat- 


ments of the subject. If | omit certain 
obvious topics, it is because they 
have adequate coverage elsewhere. 
Finally, some of my observations 
may wear a certain surface simplic- 
ity. | have generally found that a few 
unadorned truths go a long way, 
especially in an age of overwrought 
phrasing. 


International Activities 


American Can has affiliates, sub- 
sidiaries, and licensees in 28 foreign 
countries. We set up these opera- 
tions in the expectation of adding to 
our earnings, a goal that has largely 
been gratified. At the same time, we 
only go into another country if we 
feel the circumstances will be hos- 
pitable. Put very simply, this is 1977. 
We cannot force ourselves in where 
we are not wanted; nor do we seek 
to impose terms solely of our choos- 
ing. (And, may | add, we cannot send 
for the Seventh Fleet or the 82nd Air- 
borne if events take an unpleasant 
turning.) 

Whether our host is Mexico or 
France, or Israel or Brazil, it seems 
clear we have something to offer. In 
particular, we bring in new technol- 
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ogies and modes of management 
which amplify the existing resources 
of a country. Our very presence in 
Colombia or Venezuela, for example, 
helps increase per capita income in 
those countries. (As also happens to 
be the case in Coweta County, 
Georgia, and Linn County, Oregon.) 

Moreover, technology is not mere- 
ly a matter of machines: nor is man- 
agement simply supervision. What 
we bring goes a great deal deeper. 
Rather than unsettling established 
traditions, a new corporate presence 
can reveal to people traits and tal- 
ents they never knew they had. This 
has been America’s own tradition. It 
counterpoints, not counteracts, lo- 
cal customs. An expanded economy 
brings new opportunities for diver- 
sity, opening unknown realms of ex- 
pression and experience. This was 
Superbly stated by Alexander Ham- 
ilton, first Secretary of the Treasury, 
in his Report on Manufactures, sub- 
mitted in 1791 to the Congress of a 
developing nation: 

“The minds of the strongest and 
most active powers fall below medi- 
ocrity and labor without effect if con- 
fined to uncongenial pursuits. And it 
is thence to be inferred that the re- 
sults of human exertion may be im- 
mensely increased when each indi- 
vidual can find his proper element 
and can call into activity the whole 
vigor of his nature. . . . To cherish 
and stimulate the activity of the hu- 
man mind, by multiplying the objects 
of enterprise, is not among the least 
considerable of the expedients by 
which the wealth of a nation may be 
promoted.” 

Others will expound on such sub- 
jects as “social responsibility’ and 
“economic development,” areas | 
agree deserve attention. What | 
would stress is that far from impos- 
ing a sterile uniformity, our inter- 
national activities, along with those 
of other companies, in fact “cherish 
and stimulate the activity of the hu- 
man mind.” By showing real respect 
for human intellect and imagination, 


we are helping build a groundwork 
on which an interdependent econ- 
omy can function. As the globe 
grows crowded, and nature’s re- 
sources diminish, we will all need 
all the wits we can muster. 


Overcoming Political Obstacles 


However, we are far from having 
arrived at that goal. Indeed, in all too 
many corners of the world, ideology 
and emotion hold sway. This is es- 
pecially the case with newer and 
younger countries trying to establish 
their identities in as short a time 
as possible. National pride looms 
large, often spurred by leaders who 
profit from such surges. Thus rela- 
tions between nations become 
charged with ideology, turning the 
simplest of economic transactions 
into intricate matters of statecraft. 
Dealings between two countries can 
involve endless rounds of conter- 
ences, delayed and even disrupted 
by political obstacles at home. 

Here international corporations 
play a role. | will not say we have al- 
ways been as consummiately crea- 
tive as Senator Moynihan suggests. 
Nor, on the matter raised by Profes- 
sor Heilbroner, do | think we will be 
replacing nation-states in any fore- 
seeable future. However, it remains 
the case that while countries ac- 
knowledge their dependence on one 
another, national pride can become 
a barrier to straightforward solu- 
tions, 

Governments themselves under- 
Stand this. They appreciate the im- 
peratives of an international econ- 
omy; they realize where their own 
interests lie. It is in this context that 
corporations fill a vital need. Operat- 
ing for specific economic purposes, 
and unburdened by ideological con- 
straints, business enterprises can 
devise arrangements which work to 
the benefit of varying parties. 

| do not mean to suggest that in- 
ternational corporations are totally 
free-floating entities, carrying — full- 
blown powers. Privileges of that sort 


have long since disappeared. Even 
so, the normal conduct of corporate 
business links the interests of sov- 
ereign nations in many fruitful ways. 
Further, we have reason to believe 
that this “by-product” of business 
activity is one that our host countries 
sincerely welcome. While we need 
freedom to operate effectively, they 
benefit from our less formalized ap- 
proach to transactions. 


Pragmatism vs. Ideology 


Corporations are pragmatic or- 
ganizations, adjusting their style and 
Structure to local conditions across 
the globe. No enterprise worth its 
name can afford the luxury of an un- 
yielding dogma. Yet, as indicated 
earlier, we live in an ideological 
age. Nor do all these outpourings 
arise from nationalism. Other doc- 
trines have a “transnational” hue of 
their own and appear in many set- 
tings simultaneously. One such doc- 
trine affecting the international cor- 
poration is “co-determination.” In 
various parts of Europe, workers 
have representation on the boards 
of business corporations. In some 
countries the representatives are 
union officials; in others, they come 
directly from the ranks. A well-run 
business always welcomes input 
from its employees. This can be es- 
pecially valuable if it is a true rela- 
tionship between management and 
labor, when both sides know the 
problems and practices of the indus- 
try. 

The difficulty is that something 
called “co-determination” can be- 
come an ideology with extrinsic mo- 
tives of its own. Instead of actual 
workers’ representatives, we may 
face professional spokesmen who 
have doctrinal axes to grind. A cor- 
poration cannot survive in such cir- 
cumstances, particularly if every 
decision concerning finance or pro- 
duction or marketing degenerates 
into a dispute over economic phi- 
losophies. 

American Can’s experience has 
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been that everyone benefits in what 
1 might call “an atmosphere of be- 
lievability.” | think we have achieved 
this between management and labor, 
by honestly giving out information 
and soliciting the views of everyone 
on our payroll. We would hope to 
achieve such an atmosphere in our 
overseas operations as well. | would 
simply note that adaptation should 
be a two-way street. We can and will 
adjust to a diversity of customs and 
cultures. At the same time, if a cor- 
porate enterprise is to fill the needs 
for which it is intended, it cannot 
be made a vehicle for abstract ideas. 
Let me emphasize that | am not op- 
posed to “co-determination” of some 
sort in principle. But | worry about 
intentions which are not always ex- 
plicitly stated. 

Transnational corporations are 
part of the world we inhabit. Many 
are large, wealthy, and—let us be 
honest—ambitious. Yet the role we 


play always rests on the willingness 
of sovereign nations to have us work 
within their borders. Let us also be 
frank in admitting that we need more 
planning in an interdependent world 
economy, and that transnationals 
have something to contribute here. 
For example, we are vitally con- 
cerned about the conservation and 
recovery of resources, an endeavor 
calling for participation by many 
affected parties, including leaders 
from business, government, and 
other spheres of national and inter- 
national life. 

On the other hand, attempts to 
plan entire economies usually end 
with autocratic and cumbersome 
bureaucracies, serving no one ex- 
cept the officials who misrun them. 
So, again, we must be pragmatic. 
Perhaps the best place for coordina- 
tion to begin is by reviewing alterna- 
tives, priorities, and trade-offs both 
within and among nations. 
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“An expanded economy brings 

new opportunities for diversity, 
opening unknown realms 

of expression and experience.” 


lf | can end on a seemingly im- 
modest note, may | say that the bus- 
iness corporation is needed, now 
more than ever before. As a means 
of creating employment and organ- 
izing capital, or improving technol- 
ogy and encouraging human inven- 
tiveness, we have a track record 
second to none. But we can only 
continue to carry out these missions 
if we are permitted to do what we do 
best. 

This globe of ours contains bil- 
lions of people whose very survival 
depends on the most effective use of 
our available resources, not the least 
of which are the minds and spirits of 
the individuals themselves. The 
transnational corporation acknowl- 
edges its share in these major re- 
sponsibilities. It wants to be part of 
the future. A world attentive to its 
enlightened self-interest would give 
its business sector that encourage- 
ment. 
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BUSINESS AND CONGRESS 


The Need for Better Communication 


by Raymond H. Herzog 


Mr. Herzog describes the contributions of 3M West Germany to both the United States and West 
Germany. Such case examples, he feels: 


@ Should be cited by U.S. business leaders in communicating their views to Congress. 
e@ Can be helpful in encouraging constructive Congressional policies and actions. 
e Demonstrate clearly how international trade and investment benefit all participants—including host 


and home nations. 


e@ Show how the world economic system actualiy operates “to elevate the living standards of people 
in this interdependent universe.” 


How can business leaders do a 
better job in explaining to Congress 
and to the American people that U.S. 
investment abroad is good for the 
United States? 

In the past many of us have tried. 
We have pointed to the overall per- 
formance of U.S. investment abroad 
and described the activities of our 
individual companies. | believe we 
can do better. The facts about the 
multinational corporation are not 
widely understood. 

There is no question about the 
facts: 

e Foreign investment has brought 
billions of tax dollars into the U.S. 
Treasury. 

e Substantial amounts of remitted 
profits have been reinvested in 
U.S. industry. 

e Exports have been stimulated to 
the extent that one-third of U.S. 
exports are shipped to the foreign 
subsidiaries of American com- 
panies. 

e Growing numbers of jobs depen- 
dent upon investment abroad have 
been created in all 50 states. 

Yet Congress continues to view 
the performance of the main con- 
duits of foreign investment—multi- 


national corporations—with skepti- 
cism. For this state of affairs, 
business must blame itself for not 
communicating effectively. Painful 
as it is, facts must be facec if we, as 
businessmen, are to encourage 
constructive Congressional policies 
and actions. 

Much of the Congressional de- 
bate about such matters as the 
Arab boycott and questionable for- 
eign payments, for example, indicts 
the multinationals unfairly, for in 
most cases these business organiza- 
tions have been victims caught in 
the crossfires of national govern- 
ments or are the reluctant subjects 
of extortion. 

Even in cases where it has been 
demonstrated that an abuse (ac- 
cording to U.S. standards) has been 
committed by a business organiza- 
tion, the fact. is not communicated 
that such behavior is not typical of 
all business organizations or per- 
haps even of that one. instead the 
public is led to believe that ques- 
tionable behavior is typical of all 
multinational corporations. 

How else can we interpret a recent 
public opinion poll which found that 
77.1 percent of the American people 


think that overseas payoffs and 
domestic handouts are widespread, 
while only 7.4 percent think that 
such activity is not widespread? 
(15.6 percent had “no opinion.”) 

Yet, as important as public opinion 
is, and as powerful as the statements 
of some members of Congress are 
in influencing public opinion, it 
should be pointed out that what is 
really important to our economic 
future is the kind of actions that 
Congress takes. 


Congressional Attitudes 
and Trends 


The current 95th Congress is vir- 
tually the same as the previous Con- 
gress since 85 percent of House 
incumbents were returned to office, 
and two-thirds of the Senate did not 
have to stand for re-election. So in 
projecting the legislative trends, and 
in examining our own responsibility 
to influence constructively future 
events, it is useful to examine the 
attitudes and actions of the 94th 
Congress. 

For the leaders of multinational 
business, these legislative trends 
are apparent: 

1. Many members seem desirous 
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of removing all incentives for doing 
business abroad. Already Congress 
has cut DISC (Domestic Interna- 
tional Sales Corporations) benefits 
to about one-third to one-half of 
their former size. A number of other 
investment incentives have been 
removed, including Western Hemi- 
sphere Trade Corporations and 
China Act Trade Corporations. Now 
bills have been introduced in the 
new Congress to eliminate DISC 
completely and abolish deferral pro- 
visions on foreign taxes. 

Few Congressmen argue against 
the concept of “neutrality” of tax 
policy in terms of foreign invest- 
ments. The main issue stems from 
individual interpretation of what 
constitutes tax incentives. Thus 
some Congressmen describe tax 
credits as incentives for foreign 
investment, while most businessmen 
argue that the credits are instru- 
ments of tax neutrality since the 
credits are necessary to prevent 
double taxation. 

2. Congress, in the wake of ques- 
tionable payments disclosures, is 
likely to call for more disclosure. 
The purpose will be not merely to 
uncover wrongdoing, but to satisfy 
bureaucratic appetites for more 
financial data concerning virtually 
every aspect of international busi- 
ness. Because much of the govern- 
ment does not understand the com- 
petitive workings of business, the 
understandable reaction of execu- 
tive branch personnel and Congres- 
sional staffers alike is to call for 
increased disclosure. 

One argument does seem to put 
disclosure requests in perspective: 
government people, when it is point- 
ed out to them, seem impressed by 
the fact that disclosure is a “tax” on 
business for which the government 
receives no revenue. 

3. Congress increasingly seems 
disposed to impose criminal penal - 
ties on certain illegal actions of 
business that previously were not 
subject to them. This trend can be 
expected to continue in terms of 
legislation dealing with question- 
able payments and foreign boycotts. 

4. Congress can be expected to 
continue to try to /egisiate desirable 
behavior or to encourage interna- 
tional bodies to negotiate codes of 
conduct for international business. 

5. In the past year there has been 
an increasing trend to seek protec - 
tion from imports. Thus far, most of 


these efforts have focused on the 

executive branch, but if history re- 

peats itself, Congress can be ex- 
pected to consider “quota” bills 
and other trade barriers. 

Examining those five main Con- 
gressional attitudes and_ trends, 
business leaders of multinational 
corporations can gain valuable in- 
sight into how Congress perceives 
the realities of international trade 
and investment on a_ conceptual 
level. Congress, for example: 

e Demonstrates a_ willingness to 
pass legislation espoused by do- 
mestic constituencies without tak- 
ing into consideration the con- 
sequences abroad—in terms of 
other countries, the ability of U.S. 
companies to compete in markets 
abroad, and the boomeranging 
effects on the U.S. economy. 

@ Seems to ignore the fact that the 
universe of multinational com- 
petition includes much more than 
the MNCs that are based in the 
United States. American MNCs 
have competitors in virtually 
every market where products are 
sold at a profit. The competitors 
are not just foreign-based MNCs 
but companies existing wholly 
within a particular nation’s border 
receiving a variety of incentives 
provided by their governments. 

e Does not seem to recognize the 
crucial fact that economic inde- 
pendence is not possible in an 
interdependent world. Currently 
Congress can assess the return 
of foreign investment to the 
United States in terms of hard 
tax dollars; but, unlike its pre- 
decessors following World War 
ll and on into the 1960's, it often 
does not seem to perceive the 
wider implications of foreign in- 
vestment, including national se- 
curity, access to foreign raw ma- 
terials, creation of foreign cus- 
tomers for U.S. exports, and the 
desirability of freely exchanging 
technology across national bor- 
ders. 


Response to Hartke-Burke 


In the months following introduc- 
tion of the Hartke-Burke Bill in Sep- 
tember 1971, the U.S. business 
community generally succeeded in 
communicating important facts con- 
cerning world trade to political 
leaders. 

Thus, it was possible to show that 
foreign investment was not export- 


ing U.S. jobs, as some labor leaders 
had claimed, but rather that it was 
creating jobs in the United States by 
creating export markets. It was also 
possible to show that U.S. compan- 
ies were not running away to low- 
wage countries, by simply pointing 
out that 80 percent of U.S. foreign 
direct investment is in industrialized 
countries where wages are relatively 
high. 

These and other facts proved use- 
ful in rebutting the Hartke-Burke 
proposal. Now, however, as recent 
Congressional trends seem to indi- 
cate, we need to be communicating 
with Congress more deeply on a 
conceptual rather than a_ factual 
level. 

Multinational business needs anti- 
dotes for false assumptions based 
upon falsely held concepts of how 
the practical world of multinational 
business really operates. 


All Participants Winners 


Perhaps the most erroneous con- 
cept behind Congressional legisia- 
tion relates to the discipline imposed 
upon al! participants in international 
trade and investment. That is, there 
simply will be no international trade 
and investment unless a// the parti- 
cipants can be winners—home coun- 
tries, host countries, corporations, 
employees, shareholders, customers, 
and suppliers. For, without all the 
above participants, no enterprise 
could survive for long—no matter 
what the political soil or how well 
endowed the country in terms of re- 
sources. 

It follows that if the United States 
is desirous of reaping the rewards 
from taking part in an economically 
interdependent world, receiving the 
taxes that flow from foreign invest- 
ment, engaging in export markets, 
receiving technology and creating 
jobs, it should promote the kind of 
climate that will permit all the 
participants in trade and investment 
to enjoy the status of being winners 
in the world economy. Conversely, 
it should forsake actions that would 
render any of the participants losers 
in world trade. 

How can this concept be pro- 
moted? 

Not with surveys, facts, and figures 
that generalize about the entire 
world economic system, multination- 
al companies, home and host coun- 
tries... 

But by actual case histories, where 
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it can be demonstrated how the 
system works to the betterment of 
the participants. Using this approach, 
it is absolutely necessary that it be 
pointed out that while the mix of 
benefits which arise from the rela- 
tionship does differ for each of the 
participants, they are significant and 
substantial enough for each so that 
there is incentive to continue the 
relationship. The “mix” includes tax 
revenues, capital investment, jobs, 
transfer of technology, access to 
markets and supplies, and goods 
and services. 

Recently 3M’s subsidiary in West 
Germany celebrated its 25th anni- 
versary. Let me use its experience 
to illustrate the benefits to all parti- 
cipants. 


Benefits to Host Country 


Over those 25 years the subsidiary 
has paid approximately 50 percent 
of profits in taxes, and has followed 
the practice of repatriating approxi- 
mately 25 percent for U.S. share- 
holders and reinvesting about 25 
percent in the enterprise. 

It is not unusual for an MNC in a 
growth industry to plow back profits 
in the countries where it operates— 
to start by making a relatively small 
initial investment and then building 
the resulting enterprise with rein- 
vested earnings. 

In the case of 3M West Germany, 
the outflow from the United States 
in terms of investment was $6.9 mil- 
lion. Over the years this investment 
has returned $96.4 million to the 
United States where it has been 
double-taxed first as corporate prof- 
its and then as taxes paid by share- 
holders. 

At the same time West Germany 
has benefited greatly from the in- 
vestment because substantial por- 
tions of earnings have been rein- 
vested there. Today, expressed in 
dollars, the assets of 3M West Ger- 
many are approximately $126 mil- 
lion, and those assets employ ap- 
proximately 3,100 people. 


3M companies around the world 
have contributed technology to 
West Germany just as 3M West Ger- 
many has contributed technology 
to other 3M companies around the 
world. The main flow of technology, 
however, has been from the United 
States to West Germany. 

Not all the benefits can be meas- 
ured with numbers, however. When, 
for example, 3M established a plant 
in Kamen, an economically de- 
pressed area, it of course hired some 
of the unemployed. One of these, a 
former coal miner, rose in the ranks 
to managerial status and was able 
to send his children to a university. 
He was one of many whose lives 
were changed as a result of 3M’s 
presence. How can you measure 
that? Or how can you measure the 
effects of those dollars of the pay- 
roll magnified six to eight times as 
it travels through the community in 
terms of what it did for people? 


Benefits to U.S. 


What has the U.S. economy re- 
ceived in return? Profits to reinvest 
in the U.S. economy and to be spent 
by shareholders, and access to a 
growing export market. 3M West 
Germany, for example. does not 
make a full line of 3M products; 
it fills out its product lines mainly 
with exports from the United States. 
In 1974, before the recerit recession, 
these exports amounted to $21 mil- 
lion. In 1976, the exports had fallen 
to approximately $9 million—all of 
which underscores the interdepen- 
dence of the U.S. and West German 
economies. 

In examining the 25-year history of 
3M West Germany, it can be cate- 
gorically stated that not one U.S. 
dollar was invested there because of 
low wage rates. The real reasons 
why 3M invested there and expanded 
production facilities there reflect 
tariff and non-tariff barriers. Also 
3M could not have been able to 
compete with other West German 
competitors and expand markets, 


if it were not on the scene to serv- 
ice customers quickly and effective- 
ly. 

Additionally, the West German 
market required products that were 
not manufactured in the United 
States. For example, German auto 
manufacturers use different types 
of abrasives because they finish 
their automobiles differently. U.S.- 
built copy machines could not com- 
pete in the West German market, 
not just because of a 10.4 percent 
tariff but because electrical current 
in Europe is 220V-50 cycle rather 
than 110V-60 cycle as it is in the 
United States. 

3M would have preferred to serv- 
ice West Germany with U.S. exports, 
avoiding setting up shop in a strange 
territory where there are differences 
in such factors as language, cus- 
toms, packing, and weights and 
measures. But this was not possible, 
given the competitive situation. In- 
stead, 3M’s enterprise in West Ger- 
many was set up in such a way that 
all the participants in the enterprise 
including home and host countries 
could emerge as economic winners. 

The United States received a fair 
share of tax dollars, given the size 
of the investment. A large amount 
of the profits generated by the West 
German subsidiary were reinvested 
in the West German economy. The 
flow of technology and exports was 
encouraged substantially—to the 
benefit of both countries. 

As business leaders, we should 
recognize that what Congress needs 
is more, not less, information from 
business—information that pro- 
vides more understanding of busi- 
ness. This will not come about 
through the forced disclosure of 
bits and pieces of unrelated facts 
and figures. But it can be accom- 
plished through the voluntary shar- 
ing by multinational business units 
of information that shows how they 
actually operate in the world eco- 
nomic system to elevate the living 
standards of people in this inter- 
dependent universe. @ 


“... there simply will be no international trade and investment 
unless ali the participants can be winners— 
home countries, host countries, corporations, employees, 


shareholders, customers, and suppliers.” 
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Coca-Cola: 


Case Study in 
International Development 


Recognizing the realities of today’s interdependence, Mr. Austin affirms that: 


by J. Paul Austin 


e Because the world’s resources are finite, all nations must work to achieve the most rational pos- 


sible distribution. 


e International business complements governmental efforts to effect equitable resource distribution. 
e Since technology is a continuing process, rather than a neat one-time package, the transfer of 


technology requires a continuing relationship among trading partners. 


e Investors from developed nations can strive for a transfer of technology that enables local indus- 
tries to multiply their own capabilities. 


nal 


While much may be hoped for in 
a future era from space exploration 
and development, the world in which 
we live and work is finite. Its re- 
sources are finite. Even renewable 
resources, such as food and timber, 
have limits to their potential. In this 
environment, | see no way for any 
nation to cut itself off from the effort 
to achieve, and to assist others to 
achieve, the most rational and equi- 
table distribution and use of these 
resources. 

An interdependence of nations 
must exist and thrive in a finite world. 
But, for all practical purposes, how 
we manage the world—politically, 
socially, and economically—involves 
an infinite variety of alternatives. | 
submit that international business 
and trade constitute a respectable 
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proportion of these alternatives. 

With very few exceptions, no coun- 
try has taken the firm view that it will 
close its borders to trade. However, 
nations tend to group themselves 
into politically integrated organiza- 
tions to reconcile different points of 
view, different political or philosoph- 
ical doctrines with regard to com- 
mercial interdependence, and to de- 
velop viable internal economic units. 

Behind, or underlying, most of 
these groupings is the effort to es- 
tablish the conditions for mutually 
beneficial international trade. The 
issue involved in establishing these 
conditions is not trade itself, but 
the terms of trade. 

| do not believe business can 
fairly be regarded as inimical to or 
inconsistent with the efforts of these 


political groupings. On the contrary, 
| believe that international business 
complements these efforts and is 
the very matrix, offering the best 
chance of success. 

For one thing, the function of 
business is to get together two par- 
ties, each of whom has something to 
gain from the bargaining process. If 
the two parties are in two different 
countries, and one has expertise, the 
other a raw material, then we have 
one of the most potent rationales for 
the dialogue between or among na- 
tions, because each side to the bar- 
gain benefits. Therefore, nations 
should be negotiating the best polit- 
ical conditions for that trade. 

Doubtless this could be open to 
criticism by developing nations. But, 
again, the criticism would be based 


At 


Approved For Release 2004/10/13 : CIA-RDP88-01315R000300300004-5 


Bessa 


familia 
(% 
> 


Marae | 


Courtesy of The Coca-Cola Company 


on the terms, not the fact, of trade. 
And it can be answered, at least in 
part, with the soft drink industry as 
an example. 


Local Industry “Partners” 


It is well known that The Coca- 
Cola Company has been a pioneer 
in many countries outside the United 
States. To emphasize the essential 
nature of the soft drink industry sys- 
tem and that of The Coca-Cola Com- 
pany in particular, we do not manu- 
facture and distribute the final bev- 
erage ourselves in most cases. Too 
few people comprehend this; but the 
fact is that our product is, in a real 
sense, a /oca/l product. The bottler 
is a local national, allied to us by 
contract only. He invests his capital; 
his employees are locally employed; 
he uses his knowledge of the mar- 
ketplace. We provide the bottler with 
three things: a universally known 
trademark, the concentrate that 
makes the beverage unique, and 
expertise. 

The system truly is symbiotic and 
synergistic because the system uses 
the best elements of both sides. The 
local “partner” has a better chance 
to develop the market he knows so 
well; and we have a better chance to 
assist him in that development be- 
cause we can devote our major ef- 
forts to training his personnel and 
devising methods to fine tune the 
various steps of manufacture and 
marketing. 

Over the years, we have been in- 
strumental, for example, in institut- 
ing quality standards that have 
guaranteed sanitary products’ in 
many countries around the world. 
We have also introduced programs 
which trained literally thousands of 
local mechanics, engineers, sales- 
men, accountants, and managers. 
To this day, we send our experts all 
over the world to assist in designing 
plants, training personnel, reviewing 
quality control, production, and mar- 
keting procedures. And the flow is 
both ways. Every year, middle and 
upper management come from all 
continents to participate in advanced 
training programs. 

Our assistance is offered not 
merely to our independent bottlers, 
but also to suppliers. Our personnel 
are experts in their respective fields 
and are available to work with sup- 
pliers, crown and bottle manufac- 
turers, cooler manufacturers, pro- 
ducers of dispensing equipment, 
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J. PAUL AUSTIN is Chairman of the Board and Chief Executive Officer of 
The Coca-Cola Company. Prior to his present post, Mr. Austin held various 
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rector of Operations in the African area. Mr. Austin is also a director of vari- 


ous Corporations and industrial organizations. 


and related manufacturers and serv- 
ices. 

The development of a local soft 
drink industry in many countries has 
triggered the creation of a whole 
Supply infrastructure—glass, tin- 
plate, trucks, and truck bodies. We 
do not invest in these industries, but 
it is fair to say that it is the soft 
drink industry that in many cases has 
made the existence of support in- 
dustries viable. 


Transfer of Technology 


A seemingly magic term these 
days is “transfer of technology.” 
Technology is not a one-time thing— 
a neat package that, once trans- 
ferred, enables local industry to cre- 
ate products fully competitive on the 
world market. 

Instead, technology is a continuing 
process. Like most other companies 
of any consequence, we maintain re- 
search components in numerous 
countries, which are continually de- 
vising new products, methods and 
techniques. These are shared with 
our independent bottlers and with 
suppliers. When one is dealing with 
a mass-manufactured, low-cost, low- 
priced item like a soft drink, each 
fraction of a penny or peso or yen 
saved is a cardinal element in the 
bottler’s annual profit column. So 
we are always looking for ways and 
means to improve production and 
distribution efficiency and to reduce 
costs. 


Advantages to Host Country 


Why should any nation weicome a 
foreign product like a soft drink? 
How does this fit into a well-defined 
set of national priorities? 

Some of the advantages accruing 
to such a nation are: local invest- 
ment, which in turn helps to create 
local capital; contribution to the na- 
tional tax base; the development of a 
body of local skilled workmen; the 
creation of satellite industries; and 
access to a continuing flow of tech- 


nology. It is demonstrable that with- 
out our contribution to the local soft 
drink industry, there would be fewer 
jobs, fewer trained personnel, a 
slackening of quality control, a 
steady deterioration of machinery 
and equipment, and a smaller tax 
base. We have a valid function to 
perform, and | believe the results 
have proven this. 

In summary, the soft drink industry 
seems to be an ideal illustration of 
the function international business 
in general can fulfill in the interde- 
pendence of nations. The Coca-Cola 


Company and its bottlers each de- 
pend upon the other. It continues to 
be a fruitful partnership, with sub- 
stantial benefits for both sides. 

There is no question that nations 
around the world have a vital func- 
tion to fulfill in fostering this interde- 
pendence. However, the reduction of 
international difficulties is a precon- 
dition of successful commerce. We 
must all welcome the concerted 
efforts among nations to create and 
maintain an ongoing atmosphere 
where borders are at least poten- 
tially open. 


“, .. the function of business is to get together 
two parties, each of whom has something 
to gain from the bargaining process.” 
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NEW INTERNATIONAL 


FACT 
or 


FAIRY TALE? 


by Peter G. Peterson 


a New International Economic Order and calls 


In this article, Mr. Peterson reassesses the U.S. role in 
ful fulfillment of this global economic plan. 


for greater responsibility by the LDCs in the success 
Points: 


| reasons for making interdependence work. 


e There are compelling economic and politica 
d developing nations which rethinks current foreign aid 


e@ Needed is a comprehensive strategy towar 
efforts. 

e Anew imperative is “helping developing countries help themselves.” 

e The U.S. must lead in a multilateral effort “in which rights are paired with responsibilities; in which 


neither benefits nor violations are costless.” 


PETER G. PETERSON is Chairman of the Board of the international invest- 
ment banking firm of Lehman Brothers Incorporated. Previously he served 
two and a half years with the U.S. Government, as Ambassador and Personal 
Representative of the President, Secretary of Commerce, and Assistant to 
the President for International Economic Affairs. The recipient of several 
awards for outstanding achievements, Mr. Peterson has also been President, 
Chairman, and Chief Executive Officer of Bell & Howell. 
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ECONOMIC ORDER 


Even with presumably committed 
cognoscenti, such as the readers of 
this publication, | would say the New 
International Cconomic Order is, in 
the Nixon Administration’s contribu- 
tion to aphorisms, a MEGO subject, 
i.e., “My Eyes Glaze Over.” 

We shouldn't be surprised. This 
country has vast constituencies 
whose views, largely unformed, are 
eminently unglobal. To the extent 
that their eyes did not glaze over, 
their eyebrows would certainly rise 
if they were to read our latest pro- 
posals to the U.N., at Nairobi, in 
Paris or wherever. But these propos- 
als exist in a domestic political fairy- 
land—where if most Americans were 
to read them, they would react with 
emotions ranging between apathy 
and hostility. 

We seem to be seeking an effect 
through optical illusion; as though 
we can do big things with mirrors. 
Many of our proposals have little ac- 
tive support, either from the Con- 
gress or the public. 


How Did We Get Here? 


We exhibit a nostaligia for an 
America that can never exist again— 
a nostalgia that expresses itself in 
bluster and = Tarzan-like breast- 
pounding. 

Up to now in American politics, 
including 1976, those who have 
gained have too often been politi- 
cians who played to the primordial 
chauvinism in us. Everyone knows 
how this game is played. One de- 
fines an enemy; if it is a foreign 
enemy, so much the better, because 
a) it doesn’t vote; b) it is not lovable; 
c) if it is a small nation so much the 
better since there is little serious 
risk. “They” are the ones who have 
created our problems. Never mind 
that “they’—for example OPEC— 
may be central to a solution to the 
problem such as their helping fi- 
nance balooning oil-induced deficits 
of the less developed world. 

As far as U.S. policy toward the 
developing nations is concerned, we 
have, with varying degrees of com- 


mitment, tried to come to grips with 
the problem for the last quarter cen- 
tury. It has been a period of exces- 
sive rhetoric in which economists 
and politicians alike have sloganized 
with more assurance than the facts 
permitted. 

The developing nations have in- 
creasingly developed a sense of 
common purpose. Moving toward 
industrialization, the oil exporters, 
the raw material suppliers, and the 
stagnating poor have stuck together 
in ways that seem to us irrational. 
Their image is that the rich countries 
have managed to avoid the agonies 
of economic adjustment by trans- 
ferring them to the world’s poor; as 
for OPEC, it has struck a mighty 
blow for all of the non-white, non- 
Northern, ex-colonial peoples of the 
world. 

Led by the more activist states 
such as Algeria—through the mech- 
anism of the General Assembly— 
they stridently invoked their de- 
mands, i.e., “retribution,” “compen- 
sation,” “sovereignty.” 

These pronouncements contained 
an implicit and irksome asymmetry, 
since they assigned the duties to the 
industrialized nations while the Third 
World acquired the rights. “Redistri- 
bution” as “compensation” for al- 
leged “exploitation” under colonial- 
ism was scarcely a convincing argu- 
ment to use with the United States 
which was never a colonial power— 
except very briefly and expensively— 
and which left its colonial posses- 
sions richer than it found them. 

“Quick-fix” redistribution by trans- 
ferring substantial resources to 
countries incapable of efficient pro- 
duction would hardly bring about 
sustained development. It has also 
been suggested that the West was 
developing a “global social con- 
science.” 

What evidence there might be for 
such assertions has never been dis- 
closed. Certainly, there seems little 
possibility that either the Congress or 
the parliaments of any of the other 
major industrialized countries would 


be prepared to go down the road of 
redistribution on any such flimsy 
justification. 


Needed: A Rationale— 
Why Should We Care? 


One can start, of course, with a 
negative rationale—why we dare not 
ignore the plight of the poor coun- 
tries. A world containing billions of 
underfed, unhappy people and un- 
precedented amounts of sophisti- 
cated weaponry could scarcely be 
politically or economically stable. 

Economic Interdependence— What 
ft Means to Us. It was Adlai Steven- 
son who said that at the very least to 
describe our predicament we needed 
some new cliches. 

We have found a rather ‘colorless 
one—“interdependence.” The root 
of interdependence is “dependence,” 
and that, in fact, is the condition that 
we and the rest of the world find 
ourselves in. And this includes us. 

Even in our resource-rich country, 
we are now importing over two-thirds 
of our requirements of seven major 
minerals: bauxite, chromium, cobalt, 
manganese, nickel, tin, and tung- 
sten. We are now importing over 30 
percent of 13 out of 15 major raw 
materials. 

U.S. exports to non-oil exporting, 
less developed countries offer a 
startling picture. As a group and led 
by Latin America, they have become 
bigger buyers of American goods 
than the European Community, Can- 
ada or Japan .. . in fact, about as 
big as Europe and Japan combined. 
Thus, about 40 percent of our im- 
ports and exports involve the less 
developed countries. 

On the financial side, the external 
debt of the less developed countries 
probably hit about $160 billion by the 
end of last year or about double 
what it was only a few years ago. 
Meanwhile, our U.S. banks have 
been so busy doing business in the 
developing world that by the end of 
1975, about $30 billion was owed to 
them. By the end of 1976, it was 
clearly higher. Thus, they have an 
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increasing, if rervous stake in the 
viability of these economies. 

Political Interdependence. We 
should remember we are in better 
shape than Moscow to deal with the 
Third World. We have an enormous 
comparative acvantage in our poli- 
tical system, our managerial re- 
sources, as well as the technology 
we can transfer. Our markets are far 
more important to the Third World 
than any markets in Eastern Europe. 

The major trading nations of 
Europe and Japan compete vigor- 
ously with us in the Third World; we 
have a good deal to lose by adding a 
West-West conflict to the North- 
South conflict. 

It is not overselling the political 
benefits to remind ourselves of the 
political problems in which the de- 
veloping couritries are central— 
nuclear proliferation, terrorism, hi- 
jacking, narcotics traffic and the Law 
of the Sea. An unhelpful attitude 
can certainly infect political issues 
like the Middle East and Africa. 


Needed: A Comprehensive, 
Integrated Strategy 


The old idea that aid is the answer 
is no good at all. We are at present 
still the world’s largest donor of of- 
ficial aid to the poorer nations—but 
in terms of relative effort (compared 
with our GNP), the United States, at 
.25 percent of our GNP, stands near 
the bottom among the industrialized 
countries of the West. If all the other 
stragglers among the rich countries 
met the “agreed” .9 percent “goal,” 
aid would move up from about $12 
billion to a little over $20 billion. 
Since the combined payments defi- 
cits of all the non-oil developing na- 
tions together currently amount to 
around $35 billion each year, we can 
see that doubling or tripling aid 
would still not even finance their 
payment deficits—even if such a 
level of aid would be provided and 
assimilated. 

Because our Third World pro- 
grams were dominated by develop- 
ment specialists who oversold us 
“their thing,” our leaders fell into the 
trap of overstating the potential of 
our foreign assistance efforts. The 
result was disenchantment on all 
sides. 

One of the results of compart- 
mentalization, this over-speculation, 
is the “more of everything” approach. 
But more of everything is not only 


inefficient, it is not a creciible strate- 
gy. 

There are tradeoffs everywhere. 
The more open to imports the de- 
veloped countries markets are, the 
less capital transfers to developed 
countries will need to be. And, what 
are the effects on “them” and “us” of 
lowering of trade barriers? And how 
do these effects compare with more 
aid? 

What we need is an integrated 
strategy and a consolidated budget. 


Needed: Reciprocal Commitments 


We must, in my view, signal to the 
Third World countries that the United 
States and other industrialized na- 
tions are willing to act generously. 
But this time with a strong sense of 
realism, we must stipulate a willing- 
ness to act only if there is a recipro - 
cal commitment on the part of the 
Third World countries to take essen - 
tial measures to make that aid effec - 
tive and to direct it to those who 
most need it. In any viable New In- 
ternational Economic Order, helping 
developing countries help them- 
selves is more than an old cliche, it 
is a new imperative. 

It is natural for the developing 
countries to exaggerate the role of 
the rich nations. For example, while 
the multinationals are the easy and 
natural target of the world’s hostility, 
they are also presented politically as 
the main force of economic activity 
in the LDCs. Yet, some estimates 
suggest that the multinationals prob- 
ably provide only 1 percent of the 
jobs in the LDCs .. . weil over 9 out 
of 10 jobs will rely on economic ac- 
tivity generated within the country. 

To succeed, a New Domestic Eco- 
nomic Order within the developing 
countries should include the follow- 
ing: 

1. A major commitment to expand 
their own food production. There 
cannot be a New International Eco- 
nomic Order without a massive in- 
crease in food, for unless people are 
fed, there will be no order at all. 
Still, at the present time, according 
to the World Bank, these poorest 
countries invest only 3 percent of 
their GNP, which represents only 18 
percent of their total investment, in 
agriculture. 

2. A more sustained eifort to mod - 
erate population growth. The World 
Bank estimates that the developing 


countries spend less than $100 mil- 
lion in population planning! 

Population in the aggregate may 
not be the most serious problem; 
even more critical is the moving of 
the median age progressively toward 
the-lower end of the age spectrum. 

3. A much more effective distribu - 
tion of income and social services 
to the poor. It is simply not politically 
acceptable for development assis- 
tance to be skimmed off and go to 
the “coffers of the rich.” In particu- 
lar, if agriculture really is to move, 
and the pressure on cities reduced, 
distribution to the rural poor must 
have a major priority. 

4. An increase in their internal 
rate of savings and capital invest - 
ment. We seem to forget that over 
80 percent of the capital formation 
in these countries comes from in- 
ternal savings and only about 20 
percent from transfer from de- 
veloped countries. 

Internal investment will have to 
continue to be a primary responsi- 
bility for development. But it is 
usually grossly inadequate in less 
developed countries. The kind of 
increase in domestic investment 
that is required will in turn require 
major changes in their domestic 
economic policies, and in particular 
their taxation policies. 


Needed: A Symmetrical 
Multilateral System 


We must lead in the development 
of a truly New International Econom- 
ic Order in which no one nation 
unilaterally can write or rewrite the 
rules; in which rights are paired with 
responsibilities; in which neither 
benefits nor violations are costless. 

| believe these benefits and sanc- 
tions are more likely to be judicious- 
ly, gracefully and effectively applied 
in a multilateral framework. In this 
kind of system we would all sign a 
new kind of multilateral contract 
covering the full scope of our eco- 
nomic relations. | will do this, if you 
do that. Not only will both be ex- 
pected to follow the rules—each na- 
tion will also be equally liable to 
penalties if unilateral action breaks 
the new contract. 

The rules must apply to us as well, 
or there is no basis for a deal. That 
means that we must foreswear uni- 
lateral action—no more export con- 
trols on our own, be it soybeans or 
anything else. The rules for imports 
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and for exports must be made sym- 
metrical, however difficult that may 
be. 

What we cannot have in this kind 
of international economic system is 
unilateralism-—on their part or ours. 

Much of what | suggest is vastly 
easier to advocate than to achieve. 
As we have learned from sad experi- 
ence, weak governments in Third 
World countries find it hard to resist 
the compulsion to respond to donor 
countries’ suggestions with nation- 
alistic, demagogic actions. That is a 
political fact of life we dare not 
ignore. 

Still, | must persist in my simple 
theme: If the New International Eco- 
nomic Order is to become a durable 
fact of our economic, political life 
rather than an occasional visit to a 
diplomatic and rhetorical fairyland, 
it will be essential to persuade the 
American people that this New Order 
is much more likely to succeed be- 
cause reasonable, effective terms 
are being set as one of the condi- 
tions for our aid. i 


“There cannot be a New International Economic 
Order without a massive increase in food, 
for unless people are fed, 
there will be no order at all.” 
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The INTERNATIONAL MANAGEMENT 
AND DEVELOPMENT INSTITUTE 
(IMDI) is a nonprofit, educational insti- 
tute headquartered in Washington, 
D.C. Its prime purpose is to 
strengthen corporate management 
teams internationally through execu- 
tive seminars, management training, 
strategic planning, government- 
business programs, and publishing 
efforts on the international corpora- 
tion. 


IMDI is associated with a growing 
network of cooperating institutions in 
this country and overseas, including 
The Johns Hopkins School of Ad- 
vanced International Studies, Colum- 
bia University Graduate School of 
Business, Graduate School of Man- 
agement of the University of Califor- 
nia at Los Angeles, The George Wash- 
ington University, and the Fund for 
Multinational Management Educa- 
tion—plus 41 graduate schools and 
management centers in other nations. 


2600 Virginia Avenue, N.W., Suite 905, 
Washington, D.C. 20037 Telephone: 
(202) 337-1022. Telex: IMDI 64469 
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“Our age will be remembered . 
because it is the first generation since 
the dawn of history tn which man dared 
BA believe it practical to make the — cae 
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